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PEEFACE 

The three articles Banking,” “ Foreign Banking,” and Foreign 
Exchanges,” which compose this little work, were originally 
written for the Encyclo'pccdia of Accounting, now being issued by 
the publishers. 

It was, however, pointed out to them that the articles were 
worthy of a much wider circulation than could hope to be 
attained by such an expensive work as the Encyclo'pmdia. 

Moreover, although written in the first place for professional 
men, they appeal specially to students of Banking and Currency ” 
and ‘"Machinery of Business,” as containing such an amount of 
thoroughly reliable and up-to-date information as is not to be 
found elsewhere within the same compass ; while those students 
who aim jit passing the e^taminations of the Bankers' Institute, 
the London Chamber of Commerce, and kiiicWed institutions will 
find them a most valuable aid to success. 


Jamtary 1904. 





By ERNEST SYKES, B.A. Oxon. 




Banking 


History. — As early as the eleventh and twelfth centuries the practice of 
banking had reached a highly developed state in the Italian cities and 
afterwards in the Low Countries; but if wo except the usurers and the 
money-changers, we find no mention of it in England until the time of the 
Stuarts. In a pamphlet published in 1676 we find it stated : “ Much about 
the same time, the goldsmiths (or new-fashioned bankers) began to receive 
the rents of gentlemen’s estates remitted to town, and to allow them and 
others who put cash in their hands some interest for it. . . . This was a 
great allurement for people to put mo^ey in their hands, which would bear 
interest tilLthe day they wanted it; and they could also draw it out by 
one hundred pounds, or fifty pounds, etc., at a time as they wanted it.” 

This was the beginning of the system of credit which is now the 
foundation of all modern business as well as of banking, Eut national 
public credit was, as yet, but precarious in the extreme. The king was 
still supposed to live ''of his own,” and his debts were secured by his 
personal good faith alone. W^hen, therefore, Charles II., to whom the gold- 
smiths had lent large sums, closed the Exchecj^uer in 1672 and confiscated 
£1,300,000 of the latter’s money, public credit received a rude shock. The 
accession of William III., however, witnessed an entire change in this 
respect, and the personal sovereignty of the monarch gave way finally to 
the present system of parliamentary control and responsibility. William s 
foreign ambitions forced him into the hands of the W^higs, to whom lie 
looked for his supplies. "They shall never be losers who trust to a parlia- 
mentary security,” said he in a speech from the throne on 30th December 
1701. When, therefore, Montague, the Chancellor of the Exchequer, 
adopted in 1694 the expedient suggested by a Scotsman named Patterson, 
of granting special banking facilities to a company in return for a loan to 
the State, the newly created public confidence was shown by the rapidity 
with which the capital of the "Bank of England” was subscribed. The 
establishment of the Bank of England was the foundation of our modern 
financial system ; and by means of familiarising the public with the use of 
credit in productive enterprise, it opened up roads to wealth hitherto un- 
dreamt of. The bank was enabled to lend money at a much lower rate of 
interest than that charged by the goldsmiths, owing to their larger capital 
and the remunerative terms of their contract with the Government, and 
often discounted bills at 4 per cent instead of the 6 or 8 charged by their 
rivals. 

But we must be careful to notice that although the bank received 
deposits and discounted bills, it ^as to their note issue that they attached 
primary importance and most jealously guarded. Therefore, in 1708, at 
one of the periodical renewals of their charter, we find a clause inserted 
(7 0. 7), granting them a monopoly in this respect: “During the 
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continuation of the said corporation of the Governor and Company of the 
Bank of England, it shall not be lawful for any body politic or corporate 
whatsoever . . . exceeding the numher of six persons, in that part of Great 
Britain called England, to borrow, owe, or take up any sum or sums of 
money on their bills or notes, payable at demand, or at a less time than six 
months from the borrowing thereof.” 

This clause, which, be it noted, did not extend to Scotland, had a far- 
reaching effect, and put great obstacles in the way of the evolution of a 
class of powerful and responsible banks in England. Owing to the im- 
portance generally attached to the issue of notes, a conception* arose that it 
was not possible to found other banking companies possessing adequate 
capital with any chance of success, so that for more than a century the 
Bank of England was without a rival except for private banking firms. 
Several of these were highly respectable houses, and liave survived to the 
present day, notably Messrs. Child and Messrs. Hoare, both older than the 
Bank of England ; but many of them possessed utterly inadequate resources, 
and collapsed with the fii*st strain thrown upon them. The Bank of 
England survived all the panics of the eighteenth century without much 
difficulty, until the troubled times of the Napoleonic era; then in 1797, 
under the double stress of a drain set up by the country bankers, caused by 
fears of a French invasion, and the constant calls made upon its resources 
by Pitt, it was reduced to extremities, and the Government . found it 
necessary to step in and forbid payments in cash except under certain rigid 
restrictions. The result was that gold was rapidly driven out of the 
ordinary channels of circulation, and the standard of value was no longer 
gold but a fictitious paper one. The cuiious phenomenon was experienced 
of a rise in the market price of gold bullion to £4 :13s. per oz., that is to say, 
while gold was coined at the rate of £3 : 17 : 10^ per oz., the market price 
of an ounce of gold was £4 : 13s. The difference between these two prices 
was the measure of the depreciation of the paper currency — Bank of 
England and country bank notes. For a while the Government refused to 
admit the existence of this depreciation, and the celebrated report of the 
Select Committee of the House of Commons in 1811, commonly known as 
the ‘‘ Bullion Eeport,” which clearly showed the extent of the evil, was 
thrown out by a large majority of the House. Tliis report was a masterly 
and forcible exposition of the principles which should govern the issue of a 
paper currency, and the errors in it are wonderfully few considering the 
lluctuating state of the general opinion on the subject. Succeeding events 
thoroughly justified the position taken up by its authors, and a violent 
contraction of the paper issues in the years 1814-16, owing to an acute 
monetary panic, restored the market price of bullion to its normal level. 
During the years 1821-23 payments in cash were gradually resumed, and 
owing chiefly to the exertions of Mr. Eobert Peel the old standard rate of 
£3 : 17 : lOJ per oz. was maintained in defiance of a minority who pro- 
posed “ that the Mint price of gold be altered to correspond with the 
market price ” (Amendment of Lord Lauderdale to 59 Geo. III. c. 49). 

The Bank of England had reason to congratulate itself on the way it had 
come through the ordeal of the suspension. It learnt the lesson that an 
unlimited issue of paper which is not payable in gold on demand cannot 
retain its value for long, however much it may be bolstered up by legislative 
enactment, and it learnt its lesson well. England has never since that 
time experienced the evils of an inconvertible paper currency, although 
most of her neighbours have, from time to time, succumbed to temptation 
and tasted the sweets and bitters of such a course. But although the Bank 
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of England had retrieved its reputation, so’ much can hardly be said of the 
country banks. Each recurring panic absorbed its tale of victims from their 
ranks, and the want of more reliable provincial banks forced itself on public 
attention. With the intent to remedy the evil the Bank of England was 
recommended by the Government to open branches in the provinces, and a 
start was made at Swansea, Gloucester, and Manchester. Negotiations 
were opened with the Governors of the Bank to induce them to modify 
the monopoly conferred on them by the charter of 1708, and an Act was 
passed (7 Geo. IV. c. 46) allowing the establishment of banks with more 
than 6 partners, provided tliey had no office within 65 miles of London, and 
their notes were not payable within such a radius. This was followed in 
1833 by an explanatory clause, inserted in 3 and 4 Will. IV. c. 98, permitting 
the establishment of joint-stock banks in London without the privilege of a 
note issue. This significant clause marks a great change in the character 
of English banking. From this time forward the function of issuing notes 
dwindles into insignificance compared with the practice of deposit banking. 
Wliat may be called the “ habit ” of banking now gained ground rapidly, 
and the local bank superseded the old stocking among all classes of English- 
men. England had, since the closing decades of the eighteenth century, 
assumed the position of the leading industrial nation of the world. The 
great business centres of the North and Midlands of England were being 
opened up, and England needed capital. This was largely supplied by the 
deposits of the new banks ; deposits perhaps small individually, but mount- 
ing up in the aggregate to many millions. In no country of Europe has 
tins “ habit ” of banking taken such firm root, and it must be reckoned as 
an important factor in our national development. ]\Iany of the leading 
joint-stock banks of to-day were the direct outcome of this clause of the 
Act of 1833, notably the London and Westminster Bank founded in 1834, 
the London Joint Stock Bank in 1836, and the Union Bank and the London 
and County Bank in 1839. 

Baiih Charter Act 1844. — This revival in banking was followed by an 
att(*mpt to impose such legal restrictions on the Bank of England and the 
country banks as should prevent the occurrence of the monetary crises 
which caused such devastation at intervals, and also should ensure the con- 
vertibility of their note issues. These restrictions were embodied in the Bank 
Charter Act of 1844, introduced by Sir Kobert Peel, and generally known 
as the “ Bank Act.” That the supporters of the bill had this twofold object 
in view is undoubted. PeeFs own words, when the House went into Com- 
mittee on the bill, are decisive as to his liopes of preventing these panics : 
“ Some apprehend,” says he, “ that the proposed restrictions upon issue will 
diminish the power of the bank to act with energy at the period of 
monetary crises and commercial alarm and derangement. But the object 
of the measure is to prevent (so far as legivslation can prevent) the I’ecur- 
rence of those evils from which we sutiered in 1825, 1836, and 1839. It is 
better to prevent the paroxysm than to excite it and trust to desperate 
remedies for the means of recovery.” The other important point to observe 
about this measure is that the dangers arising from improvident speculation 
and intlated prices are attributed by the great majority of the speakers to 
the action of hank notes alone, to the entire exclusion of such other instru- 
ments of credit as cheques and bills of exchange. The most important 
clauses of the Act are as follows : — 

(1) The issue department of the Bank of England was to bo kept 
wholly distinct from the banking department. 

(2) The issue department was allowed to issue notes to the value of 
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£14,000,000 on securities ; all notes issued in excess of this amount were 
to be secured by the deposit of bullion to au equal amount in the issue 
department. 

(3) Of the bullion deposited in the issue department as security for 
notes, not more than one quarter was to consist of silver. 

(4) Any one may demand notes from the issue department in exchange 
for gold, at the rate of £3 : 17 : 9 per oz. 

(5) If at any time the authorised issue of any bank shall lapse in 
accordance with the provisions of this Act, the Bank of England may 
increase the securities in the issue department against which notes are 
issued, to the extent of two-thirds of such issue, with the permission of Her 
Majesty in Council. 

(6) The Bank of England to publish a weekly account of the notes, 
bullion, securities, and deposits in both departments. 

(10) No new bank of issue to be created. 

(11) It shall not bo lawful for any company or partnership, now con- 
sisting of only six or less than six persons, to issue bank notes at any time 
after the number of partners shall exceed six in the whole. 

(12) Bankers ceasing to issue, or becoming bankrupt, may not resume 
the power of issue. 

(13) Existing banks of issue not to exceed their average circulation for 
the twelve weeks preceding 27th April 1844. 

(18) Every bank of issue to render to the Comptroller of Stamps and 
Taxes a weekly account of his daily circulation, and a monthly account of 
his average for the month. 

Much controversy has been aroused as to the good or evil effects of the 
Bank Act of 1844. Certainly it failed in some of the expectations of its 
supporters, for the country has suffered from successive severe panics in 
1847, 1857, 1866, and ] <877, and the Act has had to be suspended in each of 
the three first-mentioned years, so as to allow of the issue of notes in excess 
of the limit without the deposit of bullion. The Act has neither secured 
us against seasons of intense monetary pressure and lack of public confi- 
dence, nor has it ensured the convertibility of the Bank of England note. 
Its supporters forgot that the liabilities of the bank to pay gold on demand 
are not confined to those arising from its note circulation. Every amount 
credited in the books of the Bank of England to any of its banking 
customers is a fresh liability incurred by the bank, and the reserve of coin 
is open to a drain from this quarter just as much as from the presentation 
of bank notes ; the whole of the metallic reserve of the Bank of England 
might easily be drawn out by the cheques of its customers, which include 
all the leading joint-stock banks, without the note circulation being con- 
tracted to the extent of a single note. When this reserve is gone, there 
remains the bullion which is held in the issue department as security for 
notes issued beyond £14,000,000 ; this stock of bullion must then either be 
used for banking purposes, that is to say, in payment of cheques and in 
advances to other banks, in which case the convertibility of the bank note 
would no longer be assured, or else the whole of the banking system of the 
country must collapse. The Bank of England is the pivot round which 
revolves the whole of our banking systenjL, and it holds the ultimate reserve 
on which rests the credit of the country : therefore, if this last stock of 
bullion must be retained in order to render the convertibility of the note 
absolutely assured, the whole of the national credit may have to be 
sacrificed. 

As a matter of history the Bank Charter Act, so far as it affects the 
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convertibility of the Bank of England note, is rapidly becoming obsolete 
and unnecessary. The danger of a possible collapse’ of credit lies now 
almost entirely in the direction of the purely banking business of the 
country and not in the note issue. The issue of notes by the Bank of 
England tends to become stereotyped and automatic, and the amount varies 
chiefly according to the season of the year and such causes as can easily be 
foreseen. On the other hand, the enormous system of credit which charac- 
terises our present economic condition has become more delicate and complex 
than ever, and it rests on a comparatively slender basis of bullion ; this 
is a fact to be accepted, and one which admits of no discussion ; a return 
to cash payments would be impossible to-day ; it may be that this renders 
our position one of continual insecurity, and dangles before our eyes the 
ever-present possibility of disaster, but it is a position from which we 
cannot retire. What we can do is to ensure that the Bank of England 
reserve is an efficient one, and it is by drawing attention to this fact that 
the Bank Act of 1844 has deserved most at our hands. The Bank reserve 
is still insufficient, and a wish has been urged in many quarters that the 
leading joint-stock banks might be induced to share the burden of keeping 
the bullion reserve with the Bank of England. It is pointed out that the 
Bank of England is a corporation of business men actuated by the hopes 
and fears incidental to dividend -paying and carrying on its business in 
competition with the leading joint-stock banks, and that its privilege of 
being the Government banker is not enough to justify the imposition on 
to its shoulders of the whole burden of keeping the national reserve. This 
argument derives strength from the fact that the last ten years of the 
nineteenth century have evolved a much more powerful class of bank than 
formerly existed. A passion, for amalgamation characterised these years, 
and under its influence most of the smaller joint-stock bankers and almost 
all of the, private bankers have been absorbed by their more influential 
neighbours. 

Since the year 1878 we have not suffered one of those monetary crises 
whicli had hitherto occurred so regularly at intervals of ten years. It is 
true that in 1890, when Baring Brothers were unable to meet their engage- 
ments, a panic might have occurred but for the promptitude with which 
the clearing bankers met and agreed to jointly guarantee the engagements 
of the defaulting firm. This freedom from panic is probably due to the 
increased experience and improved methods of the later generation of 
bankers, and perhaps also to the greater publicity with which banking and 
in fact nearly all financial business is now carried on. With the evolution 
of a more powerful type of bank has come an increased sense of responsi- 
bility and a dislike for running great risks. All bankers now realise the 
folly of granting large permanent overdrafts to single firms or individuals, 
and it is to be hoped that a repetition of the experiences of tlie City of 
Glasgow Bank would now be impossible. When that bank stopped pay- 
ment in 1878 it was found that, with a capital of only £1,000,000, it 
had advanced no less tlian £6,000,000 to five linns, all of whom proved 
insolvent. 

Scotch and Irish Banking ^ — Banking in Scotland has developed on 
somewhat diflerent lines from those followed in England, and she has 
escaped many of the dangers and difficulties which have beset her southern 
neighbour. The Bank of Scotland was founded in the year following that 
of its prototype, with exclusive privileges of banking; but unlike those of 
the Bank of England, these privileges were not continued, and a rival, the 
Boyal Bank of Scotland, was founded in 1727, followed in 1746 by the 
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British Linen Comp§iny, all of them being incorporated by Eoyal Charter. 
The Scotch banks opened branches in the provinces at a much earlier date 
than was the case in England, and the practice of banking quickly became 
established among the people. Scotch banks from as early as 1704 issued 
£1 notes, and have continued to do so till the present day, while in Eng- 
land none have been issued by the Bank of England since 1825. The result 
has been to accustom the people to the use of a paper currency to such an 
extent that a great economy has been effected in the use of gold, and the 
country has not experienced that rush for coin and distrust of all paper in 
times of panic which has caused such distress in England. This practice 
has been helped by the system of “ cash-credits,” which has played such a 
prominent part in the development of banking in Scotland. These cash- 
credits were loans issued on the security of two or more individuals, and 
repayable on demand, the borrower being credited with such sums, not 
exceeding the total amount of the cash-credit, as he required from time to 
time. These loans were of course made by means of the notes of the bank ; 
and as these notes were payable at the head office of the bank only, it was 
but seldom that the branches were compelled to pay any large sums in gold. 

It is easy to see that this system of banking, in which notes played 
such an important part, favoured the formation of powerful banks ; and as 
there did not exist the legal restrictions which forbade the rise of such a 
class in England, the private bankers were unable to survive for long. To 
such an extent has this process been developed, that there are at the 
present time but ten banks in Scotland, all of them joint-stock institutions. 

In Ireland the development of banking was upon lines similar to those 
of England. The Bank of Ireland was incorporated in 1782, with exclu- 
sive privileges of joint-stock banking. This monopoly was not relaxed 
until 1821, when an exception was made of those parts of Ireland which 
were more than fifty miles from Dublin. Consequently Ireland has suflered 
considerably from the insecurity attaching to small private banks ; but the 
rise of the Provincial Bank of Ireland in 1826, followed by other joint- 
stock banks, resulted in their rapid decay, and there now remain no 
private banks in Ireland outside of Dublin. 

The year 1845 saw the main principles of the Bank Charter Act of 
1844 extended to Scotland and Ireland. In both of these countries the 
right to issue notes was finally restricted to those banks which had exer- 
cised the privilege during the year preceding 1st May 1845. The amount 
of each bank’s issue was not to exceed the average amount during the 
above-mentioned year, together with an amount equal to the stock of bullion 
they may possess at the time, of which three-fourths must be gold. 

The Practice of Banking . — Having given this brief sketch of the de- 
velopment of our banking system, we can now deal with practical banking 
as it is carried on at the present time. 

A few words are necessary as to our currency. Our coinage is regulated 
by the Act of 1816, which first legally established our currency on a basis 
of gold monometallism. Until the beginning of the eighteenth century 
silver had been the standard metal, but during the eighteenth century it 
was superseded by gold, and this change was legally recognised in 1816. 
By this Act silver was made legal tender only to the amount of forty 
shillings, and the right to coin silver was reserved to the State. Any one 
taking gold to the Mint is legally entitled to receive sovereigns for it, 
coined at the rate of £3 : 17 : 10 J per oz., which is called the Mint price of 
gold. This right Ls very little used, however, and gold is in practice always 
taken to the Bank of England, who allow £3 : 17 : 9 an oz., the difference of 
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IJd. an oz. being their charge for the transaction. Worn gold coins are 
received at the Mint at their full value, unless the deficiency amounts to 
more than three grains ; but Pre-Victorian gold coins are no longer legal 
tender, and when presented to a bank a charge of sixpence each coin is 
usually made. Silver is coined at the rate of 5s. fid. the oz. ; and as the pre- 
sent price of silver is about two shillings an oz., there is obviously a large 
profit on coming silver, and it is necessary to limit its quantity by reserving 
the right to the Government. This system reduces our silver coins to the 
condition of ** tokens.” Until the breakdown of the “ Latin Union ” in 1874, 
most of the nations of the Continent had a double or bimetallic standard of 
value. Under this system, any one could bring either gold or silver to the 
Mint and demand coins in exchange which were a legal tender at the ratio 
of 15 J to 1, but the rapid fall in the price of silver, which has gradually 
declined from 5s. an oz. to its present price, compelled them to abandon 
the system ; and although a strong party has existed even in England in 
favour of a revival of the bimetallic standard of value, its efibrts have been 
futile and now seem hopeless. A famine in gold, and consequent general 
fall in prices, was prophesied as the result of the demonetisation of silver, 
but this has happily been prevented by the large output of gold from the 
Band, and gold now seems firmly established in Europe as the standard of 
value. Bronze coins are also ‘‘ tokens,” and are legal tender only to the 
value of one shilling. Bank of England notes were made legal tender in 
England by the Act of 1844, except when tendered by the bank or its 
branches. 

Banking we may define as the business of dealing in money and the 
instruments of credit. Originally bankers were simply dealers in money ; 
but with the growth of credit to its present enormous and complex dimen- 
sions, the part played by the precious metals has acquired but minor 
importance. Bankers now chiefiy deal in credit and the various instru- 
ments of credit, and these promises to pay gold on demand or at fixed 
periods are usually liquidated without the use of gold or silver. Indeed, it 
would be impossible at any given time to perform all the existing promises, 
and our' system is based on mutual confidence and forbearance. When 
through various causes a temporary lapse of confidence occurs, and an 
unusual demand for gold ensues, we get wliat is called a commercial crisis 
or panic, often causing great distress, and endangering our whole business 
system. 

The smallness of the part played by coin in our banking transactions 
can be seen by the following table, prepared by Sir John Lubbock, and 
published in the Statistical Journal, of the business transactions of Kobarts, 
Lubbock, and Company, in the year 18fi4. Of the twenty-three millions 
which passed through their hands, the particulars are as follows : — 


Per cent. 

Cheques and bills passed through the Clearing House . . 70*8 

Cheques and bills collected otherwise . . . . 23*3 

Bank of England notes . . . . . 5’0 

Coin . . . . . . . . *6 

Country bank notes ...... *3 


100-0 

Again, Mr. E. H. Inglis Palgrave, writing in the same journal of the 
Manchester and Salford Bank, says that coin and notes formed 53 per 
cent of the total transactions in 1859, 42 per cent m 1864, and 32 per cent 
in 1872 and of this latter percentage in 1872 only 5 per cent was coin. 
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The jnost important function of a banker, then, is his dealings in the 
instruments of credit, cheques, bills of exchange, and notes. A cheque is a 
bill of exchange drawn on demand upon a banker, and a bill of exchange 
is further defined by the Bills of Exchange Act of 1882 as “ an uncondi- 
tional order in writing, addressed by one person to another, signed by the 
person giving it, requiring the persons to wliom it is addressed to pay on 
demand, or at a fixed or determinable future time, a sum certain in money 
to or to the order of a specified person, or to bearer.” 

Clearing House , — The business of collecting cheques forms the major 
part of a banker’s duties, and is chiefly carried out through the London 
Clearing House. This latter institution was in its origin a voluntary 
association of certain London private bankers founded about thC year 1775 
for the t>nrpose of exchanging cheques drawn upon each other. It was not 
till 1854 that joint-stock banks were admitted to the privileges of the 
Clearing House. This extension was, however, followed in 1858 by the 
establishment of the Country Clearing, by means of which country banks 
were enabled to collect the cheques drawn upon each other without the 
expense and trouble of presenting them direct through the post. Every 
country bank of any importance now has a London agent with a seat at the 
Clearing House, through which he collects the cheques he receives in the 
course of his business. The number of clearing bankers is now 18, and they 
are as follows : — 

Barclay and Co., Ltd. 

Capital and Counties Bank, Ltd. 

Clyn, Mills, Currie, and Co. 

Lloyds Bank, Ltd. 

London and County Bank, Ltd. 

London Joint Stock Bank, Ltd. 

London City and Midland Bank, Ltd. 

London and South-Western Bank, Ltd. 

London and 'Westminster Bank, Ltd. 

Martin’s Bank, Ltd. 

"Metropolitan Bank of England and 
Wales, Ltd. 

Besides those the Bank of England clears on one side only-— that is to say, 
it collects the cheques which it receives from its customers through the 
Clearing House, l)ut re([uires other banks to present cheques drawn upon it 
at the Bank of England. 

Every clearing bank sends a certain number of clerks to the House in 
Post Oifice Court, Lombard Street, with bundles of cheques, technically 
known as “ charges,” drawn upon the other members of the House, or upon 
banks for which they are agents, and receives in return bimdles of cheques 
drawn upon himself or his country correspondents. Thbre are three 
clearings during the day, the Morning Clearing, the Country Clearing, and 
the Afternoon (Clearing. The balances are settled by drafts upon the Bank 
of England, where every clearing banker keeps an account. The Bank of 
England transfers these balances from the account of one bank to that of 
the others, and thus the whole clearing is effected without the use of coin or 
notes. All “ returns ” — that is to say, cheques which are not paid owing 
either to some technical error in the cheque or through want of funds — must 
be received back at the Clearing House the same day in the case of London 
banks, and by the morning of the third day in the case of country banks. 
Country banks do not, however, send unpaids back to the Clearing House, 
but return them direct to the bank whose crossing they bear and advise 
the House of the fact. The total amounts of the cheques passed through 


National Bank, Ltd. 

National Provincial Bank of England, 
Ltd. 

Parr’s Bank, Ltd. 

Prescott, Dimsdale, Cave, Tugwell, and 
Co., Ltd. 

Bobarts, Lubbock, and Co. 

The LTnion of London and Smith’s Bank, 
Ltd. 

Williams Deacon’s Bank, Ltd. 
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the London Clearing House reach enormous dimensions, as the following 
figures show : — 


Year. 

1870 

1880 

1890 

1898 

1899 

1900 


Total Amounts of Clearings. 

£3,914,220,000 

5.794.238.000 

7.801.048.000 

8.097.291.000 

9.150.269.000 

8.960.170.000 


But these figures do not represent all the cheipies and bills collected by 
bankers. A large proportion of the cheques drawn upon the suburban 
branches of the large English banks are presented direct by “ walk clerks,” 
while there are provincial clearing houses at Birmingham,* Bristol, Leeds, 
Leicester, Liverpool, Manchester, and Hewcastle-on-Tyne, where the local 
banks clear the cheques drawn upon each other. Scotland possesses 
clearing houses in Edinburgh and Glasgow, and in Ireland there is one in 
Dublin, 

There is, however, no international clearing house between the three 
kingdoms. Although most of the Scotch banks have branches in London, 
tliey have been refused admittance to the London Clearing House, and 
cheques which are circulated in a country other than that in which the bank 
is situated are usually collected direct through the post. Thus, if an English 
country banker acquires a cheque on a Scotch bank, he sends it direct and 
usually receives in return a draft on London. 

Some of the larger banks in each country have made mutual arrangements 
with each other to clear one another’s cheques, but these are merely private 
arrangements, and some system of international clearing between the three 
countries is badly needed. Under the present arrangement it is usual in 
the international collection to make a charge varying from Is. to 2s. 6d. 
per £100. 

Cheques . — Having seen how a banker collects cheques which come into 
his hands, we must now consider what are the requisites of a valid cheque, 
and what are the rights and responsibilities of those parties through whose 
hands it passes. Cheques are usually drawn upon the printed forms supplied 
by the banks, but they may be drawn upon plain paper, though this is 
a practice which is strongly discouraged by bankers, as the diiticulty of 
obtaining a printed cheque is a great obstacle to a would-be forger. All 
cheques drawn, payable, or negotiated in the United Kingdom must bear a 
stamp of the value of one penny, either impressed or adhesive, with the 
exception of certain cheques drawn upon Government account, or by 
registered friendly societies, or by one bank upon another for the purpose of 
settling a clearing between the two banks. A receipt on a stamped cheque 
formerly did not require an additional stamp, but this was altered by the 
Finance Act of 1895, and all such receipts must now be stamped. 

By section 18, clause 2, of the Bills of Exchange Act, a cheque “ is not 
invalid by reason that it is ante-dated, or post-dated, or that it bears date 
on a Sunday.” But altliough a post-dated cheque is valid under the terms 
of this Act, the pi’actice is apparently a contravention of the Stamp Act, 
though the question has never been legally settled. A banker may not 
debit his customer’s account with a post-dated cheque, but must hold it 
until it becomes due ; if he pays the money for the cheque before the due 
date, he of course runs the risk that the customer may have no funds left 
by tlie time he is legally entitled to debit the account. All cheques are 
drawn payable “to order” or “to bearer”; if neither is mentioned on the 
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cheque it is assumed that it is payable to order. All cheques except those 
payable to “ bearer ” require the endorsement of the payee, and the incorrect 
endorsement of a cheque is a matter which causes a great deal of trouble 
and loss of time to bankers. The name of the endorser must be spelled in 
the same way as that of the payee, and should the latter be incorrect the 
endorser should write it as spelled, adding the correct name beneath for 
identification. 

All titles or marks of rank should be omitted as prefixes of the endorse- 
ment, but may be added as descriptions. Thus “ Mr. Smith ” is incorrect 
as an endorsement of a cheque payable to “ Mr. Smith,” but “ Col. J ones ” 
may be endorsed “ W. Jones, Col.” It is often difficult to state whether 
any particular form of endorsement is correct or not, because there may 
have been no legal decision on the point, but in case such an endorsement 
came before a coui-t of law the custom of bankers would probably have the 
greatest effect in settling the question, so that it is fairly safe to accept the 
ruling usually given by a banker in such cases. It is not considered 
necessary to sign the full Christian names in an endorsement ; so long as 
the initials agree with those in the body of the cheque it is sufficient. If a 
cheque is payable to “Mrs. John Jones,” it should be endorsed by the lady’s 
own name, with the addition “wife of John Jones” or “widow of John 
Jones,” as the case may be. In the case of a trading firm or company the 
matter is more complex : if the style of the firm consists of the names of 
the partners, as for instance “Brown and Evans” or “John Smith and 
Sons,” any of the partners may write the name of the firm, and by so doing 
he binds his copartners : but in some cases an agent may have to endorse ; 
if so, ho may sign 'per procuration, thus — 

per pro Brown and Evans, 
Henry Harris. 

A per procuration endorsement is valid in the case of an individual, a 
private firm, or a limited company.. Of course an agent must be authorised 
by his principal to sign “ per pro,” but a banker is not bound to inquire as 
to the possession of this authority in an endorsement on a cheque ; and 
although the principal is not bound by the unauthorised signature, the 
banker is exempt from liability in paying the cheque. Until recently 
bankers refused to pay on the endorsement of a limited liability company 
by procuration unless the official capacity of the agent was added, but this 
form of endorsement is now generally accepted. 

An agent may also endorse by signing “for” or “on behalf of” his 
principals with the addition of his official designation, thus — 

For the Middlesex Gas Company, 
James Robinson, 

Secretary. 

A banker accepts the signature in an endorsement of such officials as 
customarily have the power to sign for a company; thus the secretary, 
manager, director, or cashier may sign officially, but the description “ clerk ” 
or “ foreman ” would usually be refused. An agent cannot sign “ for ” or 
“ on behalf of ” without adding his official capacity, and in the case of an 
individual this form of endorsement must not be used. “For John Jones, 
Henry Smith” is incorrect; in such cases a per procuration form of 
endorsement must be used unless the agent holds a power of attorney, when 
he may sign 

.Tohri .Tone.s, 

By his attorney, Henry Smith. 
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One of the most usual instances of incorrect endorsement is when the 
cheque is made payable to “ Messrs. Smith,” or Messrs. Eobinson,” This 
literally means a firm all of whose members are named Smith or Eobinsoii ; 
it is, in fact, simply the plural of Mr. Smith. “ Smith and Co.” is therefore 
not the correct method of endorsing such cheques. The proper form is 
“ J. and S. Smith,” or “ Smith and Son,” or “ Smith Bros,” or even simply 
“ Smiths,” though many banks refuse to recognise this last form of signature. 
It is a legal maxim that an agent has no power to delegate his authority, 
therefore an endorsenmnt in the form — 

For the Middlesex Gas Co., Limited, 
per pro J. Jones, Manager, 

Henry Smith, 

is incorrect ; in the same way 

For the Middlesex Gas Co., Limited, 

J. Jones, pro Manager, 

is wrong, though many banks endorse cheques payable to them in this 
manner. If a cheque is payable to “ the executors of Henry J ames,” it is 
usual for one executor to sign for the rest in the following form : — 

For self and co-executors of Henry James, 
JouN Smith. 

On the other hand, trustees must all sign in an endorsement. 

Should the payee of a cheque be unable to write, he should make his 
mark in the presence of a witness. The following is the usual form : — 

Henry Jones 

. X 

his mark. 

Witness, J. Smith, 

10 West St., London, N. 


The witness must in all such cases add his address. 

An endorsement may be either “ in blank ” or “ special.” An endorse- 
ment in blank specifies no payee ; a special endorsement specifies the person 
to whom or to whose order the bill is to be payable, thus — 

Pay to the order of John Jones, 
Henry Smith. 

Although a cheque be endorsed in blank, any subsequent holder may 
specially endorse it to a further endorsee, and the cheque will then require 
this last endorsee’s signature before payment. 

All endorsers of a cheque by so doing guarantee the genuineness of it, 
and if the cheque is unpaid the holder can compel a previous endorser to 
refund the money, provided he has been served with due notice of dishonour, 
as we shall see later on. 

It is usual to write the amount of a cheque in both words and figures, 
though the latter are not legally necessary. A banker, however, always 
requires the amount to be written in words. Should the two statements of 
the amount differ from one another, a banker may treat the one in words 
as the correct one, but in practice he will return the cheque unpaid with 
the answer “ body and figures differ ” or “ amounts differ.” 

If the date be correct, the amounts agree, and the endorsement be 
correct, the banker will in most cases be able to pay the cheque ; should 
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there be, however, insufficient money to the credit of the drawer, and the 
banker be unwilling to allow his customer to overdraw his account, the 
cheque will usually be returned with the answer “Kefer to drawer” or 
“ B/D ” ; other banks prefer the forms “ n/s ” or not sufficient,” or n. p. f.,” 
‘"not provided for.” In England a banker must write the answer on a 
cheque drawn upon him which he returns unpaid ; in Scotland and Ireland, 
however, such is not always customary, atid if a cheque is returned without 
an answer, it is presumed that the drawer has not sufficient funds. If a 
cheque is torn quite in two a banker will refuse to pay it, returning it with 
the answer “ mutilated cheque ” ; but if the tear does not extend right across 
the document, so that it is still in one piece, it will usually be paid. In the 
former case the holder must obtain a fresh cheque from the drawer, unless he 
can give his banker satisfactory evidence that the mutilation was accidental, 
in which case the collecting banker may indemnify the paying banker against 
possible loss. If the drawer of a cheque die, a banker must not pay any of 
his cheques after he has received notice of death ; the holder of the cheque 
will then inform the executors of the deceased of his claim against the 
estate. 

The drawer of a cheque may order his banker not to pay any particular 
cheque upon presentation, or, as it is usually called, “stop payment” of a 
cheque. But we must be careful to note that the drawer does not by doing 
so rid himself of his responsibility for the amount of the cheque. He 
cannot stop payment of a cheque as against a “ l)ona fide holder for value.” 
A hona fide holder for value or “holder in due course” is defined by the 
Bills of Exchange Act, 1882, 29 (1), as “ A holder who has taken a bill, 
complete and regular on the face of it, under the following conditions, 
namely — 

“(a) That he became the holder of it before it was overdue, and 
without notice that it had been previously dishonoured, if such was the 
fact. 

“ (&) That he took the bill in good faith and for value, and that at the 
time the bill was negotiated to him he had no notice of any defect in the 
title of the person who negotiated it.” 

The holder in due course cannot compel the banker to pay the cheque ; 
he has no recourse against the latter, who is resj)onsible only to In’s 
customer, but he can sue the drawer of the cheque and compel him to pay 
the amount. “ He holds the bill free from any defect of title of prior 
parties, as well as from mere personal defences available to prior i)arties 
among themselves, and may enforce payment against all parties liable on 
the bill ” (Bills of Exchange Act, 88, 2). 

It is necessary to note, however, that by section 24 of this Act no one 
can accpiire a valid title to a bill or cheque through a forged endorsement. 
If, then, a man holds a cheque on which a previous endorsement has been 
forged, he does not become a “ holder in due course,” and cannot enforce 
payment. 

There is one description of cheque to which we have not yet referred, 
and which is very little understood by the general public: this is the 
“ crossed cheque.” The effect of crossing a cheque, that is to say, of placing 
two parallel lines across its face, with or without the words “and company” 
encln'=ipd, is that the banker on whom it is drawn must not pay it in cash 
across his counter, but only to another bank. The crossing of a cheque may 
not be on the back, and it may be added by the drawer or by any holder. 
A cheque may be crossed generally or specially, that is to say, with the name 
of a banker added, in which case the banker on whom it is drawn must pay 
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it only to the bank with whose name it is crossed. Section 79 of the Bills of 
Exchange Act defines the duties and responsibilities of a banker in dealing 
with a crossed cheqtie. Subsection (1) says : “ When a cheque is crossed 
specially to more than one banker, except when crossed to an agent for 
collection, being a banker, the bank on whom it is drawn shall , refuse 
payment thereof. p 

“ (2) When the banker on whom a cheque is drawn which is so crossed 
nevertheless pays the same, or pays a cheque crossed generally otherwise 
than to a banker, or if crossed specially otherwise than to the banker to 
whom it is crossed, or his agent for collection being a banker, he is liable 
to the true owner of the cheque for any loss he may sustain owing to the 
cheque having been so paid.” 

Many people cross a cheque generally before sending it through the 
post, with a vague idea that it ensures the money being paid to none but 
the true owner ; but of course this is a mistaken notion. If the cheque is 
stolen, or gets into dishonest hands, the thief cannot present it for payment 
across the counter of the bank on which it is diawn, and to this extent he 
is hindered in realising the amount ; but should the cheque be payable to 
bearer, or bo duly endorsed, and it gets into the hands of a third person, 
who takes it for value and in good faith, this latter person becomes a holder 
in due course, and can sue the drawer for the aiiioimt. To ensure, as far as 
possible, a cheque getting into the hands of none but the true owner, and of 
rendering it worthless to any one else, it should have the words “ not 
negotiable ” added to the crossing. The quality of negotiability is one 
which distinguishes coin, bills of exchange, checiues, and certain other docu- 
ments from other forms of property. The qualities of a negotiable instru- 
ment are three : (1) Every person who acquires a negotiable instrument in 
good faith and for value shall (unless he gets it through a forged endorse- 
ment) have a good title to it, notwithstanding the possible defects of any 
previous holder. This is in direct opposition to the common law dictum, 
that no one can transfer a better title than he himself possesses. (2) The 
holder of a negotiable instrument can sue on it in his own name. (3) In 
the absence of proof to the contrary, it is assumed that valuable considera- 
tion was given for it. The mere crossing of a cheque does not deprive it of 
its negotiability ; it only restricts this quality in certain cases, but the 
addition of the words “ not negotiable ” brings it within the scope of the 
common law, and every one who gives value for such a cheque does so at 
his peril ; he takes it subject to any defects in the title of a previous holder, 
and if the cheque has been affected by fraud he cannot enforce it against 
the drawer or any holder previous to the fraud. As the crossing of a cheque 
necessitates its collection by a banker, and since, under the common law, if a 
banker collects a cheque for any one who is not the true owner he can be 
sued for “ wrongful conversion,” it was thought necessary to add a clause 
giving some measure of protection to bankers. Section 82 of the Bills of 
Exchange Act (which reproduces section 12 of the Crossed Cheque Act, 
1876) says : “When a banker in good faith and without negligence receives 
payment for a customer of a cheque crossed generally or specially to 
himself, and the customer has no title, or a defective title thereto, the 
banker shall not incur any liability to the true owner of the cheque by 
reason only of having received such payment.” The protection afforded to 
bankers by this clause reaches only to crossed cheques, and the law remains 
unchanged in the case of open cheques ; and it was decided in Bissell v. Fox 
in 1884 that a banker cannot obtain protection by crossing cheques after they 
have reached his hands. The question of the liability of a collecting banker 
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is one of the most complex and least satisfactory of the problems he has to 
face. A case which throws considerable light on the subject was decided 
in the House of Lords on 23rd July 1901 — Great Western Railway v. London 
and Co%mty Bank. Huggins, a collector of the plaintiffs, obtained from 
them by fraud a crossed cheque marked “ not negotiable,” drawn to his 
order on the London Joint Stock Bank. Huggins was well known to the 
Wantage branch of the defendant bank, where he had cashed cheques for 
many years, though he had no account. In this case part of the money was 
paid in to another account at the branch, and the rest handed to him in 
cash, with which he decamped. The drawers of the cheque sued the bank for 
the money, contending that the latter had negotiated a cheque marked “ not 
negotiable,” and that they had therefore acquired no title through Huggins. 
The bank pleaded section 82 of the Bills of Exchange Act, that they had 
collected the cheque for a customer. They argued tliat, altliough a stranger 
who came to a bank upon an isolated occasion to obtain money for a cheque 
may not be a “ customer,” yet it had been held in Matthews v. Brown that 
the term customer involved “ use and habit,” and that Huggins could fairly 
be claimed as such. J udgment was given for the plaintiffs, on the grounds 
that Huggins was not a customer, and that as the bank parted with the 
money before the cheque was presented, they had not collected it for 
Huggins but for themselves. 

This last ruling is one of the greatest importance to bankers, and it 
seems to deprive them of the greater part of the protection given them by 
section 82. It is the universal practice of bankers to credit their customers 
at once with cheques drawn upon banks in the same town, and in most 
cases with cheques drawn upon London banks. In these cases it seems, in 
the light of the above ruling, and also of a similar oue in Bissell v. Fox in 
1884, that the bank collects the cheques for themselves and not for their 
customers, and that the transaction falls outside the scope of the above 
section of the Bills of Exchange Act. 

A custom has grown up recently for the drawer or holder of a cheque 
crossed generally or specially to add the words “For account of payee 
only,” or “ Account of John Jones.” This practice has received no statutory 
sanction, and its operation is doubtful. As far as the paying banker is con- 
cerned, it would seem that he is free from liability, for he has no means of 
knowing whether the cheque has been credited as directed or no. As 
regards the collecting banker, however, such words seem to be a direction to 
him to deal with the cheque in a certain way, and if he disregarded the 
direction, it is very probable that he would be held liable in damages. The 
only case dealing with the point is National Bank v. Bilke, 1890, and in 
this case the defendants contended that the addition of such words restricted 
the transferability of the cheque. 

A customer of the National Bank, named Moriarty, paid in to his 
account a cheque drawn by the defendant Silke, and crossed “ Account of 
J. F. Moriarty, Esq., National Bank, Dublin.” The bank allowed Moidarty to 
draw against this cheque before it was cleared, and when it was returned 
unpaid with the answer, “ Order not to pay,” the bank sued the drawer as 
holders for value. Silke concluded, however, that the crossing in the 
manner recorded above had the eflect of restricting the transferability of 
the cheque under section 8, subsection 4, of the Bills of Exchange Act, 
which says : “ A bill is payable to order which is expressed to be so pay- 
able, or which is expressed to be payable to a certain person, and does not 
contain words prohibiting transfer or indicating an intention that it 
should not be transferable.” The defendant therefore claimed that the 
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National Bank were not the holders for value, and could acquire no title to 
a cheque which was in effect not transferable. 

The Court, however, decided against this contention, and gave judgment 
for the bank, which was upheld by the Court of Appeal. 

Bills of . Exchange . — To turn now to the subject of bills of exchange 
other than cheques. A bill of exchange requires acceptance in writing by 
the drawee or person on whom it is drawn before the latter incurs any 
liability. The acceptance of a bill is the signification by the drawee of his 
assent to the order of the drawer. It must be written on the bill and be 
signed by the drawee. An acceptance may be either general, which is the 
usual form, or it may be conditional or partial ; but in presenting a bill for 
acceptance, a partial or conditional acceptance would usually be refused in 
the absence of instructions to the contrary. The usual form of acceptance 
is to write across the face of the bill, “ Accepted payable at . . . (naming 
an address, usually that of a banker), John Jones.” If no address is men- 
tioned in the acceptance, the bill is payable at the address of the drawee 
mentioned on the bill. 

The usual form for drawing a bill of exchange is as follows : — 

London, 

Three months after date jjay to the order of John Smith the sum of one 
hundred pounds for value received. Henry James. 

To Mr. Edward Turner, 

180 West Street, Birmingham. 


A bill may be drawn in a “ set ” of two or three parts, “ each part of 
the set being numbered, and containing a reference to the other parts, the 
whole of the parts constituting one bill ” (Bills of Exchange Act, sec. 71). 
In this case the bill should be drawn: — “Three months after date pay 
.1 . first ) 
second J 

paid), to the order of,” etc. The place from which the bill is dated should 
always be mentioned, otherwise it may not be possible to tell whether it is 
an inland or a foreign bill. A bill may be drawn on demand, or at sight, 
or on presentation, or so many days after sight, or on such and such a date, 
or so many days or months after date. When a bill is not payable on 
demand, or on sight or presentation, three days, called days of grace, mus*t 
be added to the time of payment as fixed by the bill, and the bill is pay- 
able on tlie last day of grace. Should this due day fall on a Sunday, 
Christmas Day, Good Friday, or day appointed by royal proclamation as a 
public fast or thanksgiving day, it is payable on the preceding business 
day. Should it, however, fall due on a Bank Holiday, or when the last 
day of grace is a Sunday and the second day of grace a Bank Holiday, it 
is payable on the succeeding business day. Bills drawn by the B^nk of 
England upon themselves do not take three days’ grace. A bill drawn 
at one month after date, and dated 31st January, is due 3rd March, 
and a bill dated 30th June, drawn at one month after date, is due 2nd 
August, the term month meaning always calendar month. A bill drawn 
“ after sight ” is reckoned from the day on which it is presented for accept- 
ance, and the acceptor should always write the date of his acceptance on 
the bill. If a bill is drawn in the form — “ On 1st October fixed f it does 
not take the three days’ grace. 

The stamp on a bill of exchange drawn on demand, or at sight or on 
presentation, or at three days or less after sight, is one penny, which may 
be denoted by an adhesive or an impressed stamp. The stamp to be used 


of exchange 


second 

first 


of the same tenor and date being un- 
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is an inland revenue stamp, whether the bill of exchange is inland or 
foreign. The stamps on bills of exchange drawn after date, or at more 
than three days’ sight, if they are negotiated, drawn, or payable in the 
United Kingdom, are as follows : — 


When the amount of the biU does not exceed £b 
Exceeds £b and does not exceed £10 


)> 

» 


£10 

£25 

£50 

£75 




£25 


n 

»> 


£50 

£75 

£100 


For every £100 and every fractional part of £100 


Id. 

2d. 

3d. 

6d. 

9d. 

Is. 

Is. 


If a bill drawn payable abroad is afterwards paid or negotiated in 
the United Kingdom, the scale of stamping is, under the terms of the 
Finance Act of 1899, less than the above; viz. exceeding £50 but not 
exceeding £100, 6d. ; for every succeeding £100 or part of £100, 6d. For 
bills under £50 the rate is the same as for inland bills. 

The ad valorem stamps on bills drawn out of the United Kingdom are 
to be denoted by adhesive foreign bill stamps ; in other cases the stamp 
must be an impressed inland bill stamp. It is most necessary when draw- 
ing a bill to take care that it is drawn upon paper stamped to the correct 
amount ; if the amount of the impressed stamp is insufficient, not only will 
a banker refuse to pay it, but it would be impossible to maintain any suit 
on the bill in a court of law. 

An inland bill must be drawn on paper already stamped. The only 
occasion when it can be stamped afterwards is when the biU has been 
drawn upon paper bearing an impressed stamp of sufficient amount but of 
improper denomination; in this case it c^n be restamped on payment of a 
penalty varying from 40s. to £10. Where a bill is drawn in a set it is 
only necessary to stamp one of the set. 

All adhesive stamps on bills of exchange or cheques must be cancelled 
by the person affixing his name before the document leaves his hands, “ by 
writing on or across the stamp his name or initials, or the name or initials 
of his firm, together with the true date of his so writing, or otherwise 
effectively cancelling the stamp.” The fine for neglect of this precaution 
is £10. 

This is a clause which is constantly neglected, and especially in the 
case of the penny stamp on a cheque drawn on blank paper ; but not only 
should drawers remember that they are liable for a penalty under the 
Stamp Act, but the holders of such cheques are unable to sue as holders 
under the Bills of Exchange Act if the neglect to cancel the stamp can be 
proved. This was settled in the case of Hohhs v. Cathie. Cathie drew a 
cheque in favour of one Bull on plain paper and omitted to stamp it. 
Bull negotiated the cheque to the plaintiff', and before doing so stamped 
the checpie but omitted to cancel the stamp. Cathie stopped payment of 
the cheque, and Hobbs sued him as a holder for value. The judgment was 
in favour of the defendant on the grounds that the Act Only permitted the 
use of an adhesive stamp oh cheques on the condition that it was cancelled by 
the drawer or by the banker on whom the cheque was drawn ; that in the 
present case the stamp was cancelled by neither the drawer nor the 
banker, and that it was therefore never duly stamped. 

The law of endorsements on bills of exchange is, with one important 
exception, the same as that in the case of bankers* cheques which we have 
lust discussed. An endorsement must be written on the bill, and although 
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it is usual to endorse on the back of the bill, an endoisement on the face 
is quite legal. When there is not room on the bill for all the endorse- 
ments, it is usiial to attach a slip of paper called an “ allonge ” ; and in 
order to avoid the possibility of fraud, it is better to write the last 
endorsement of the bill proper, partly on the “ allonge ” and partly on the 
bill. 

The important difference between the endorsement of a bill of ex- 
change and that of a cheque* is that in the case of the latter, if ‘‘the 
banker on whom it is drawn pays the bill {i.e. checjue) in good faith and 
in the ordinary course of business, it is not incumbent on the banker to 
show that the endorsement of the payee, or any subsequent endorsement, 
was made by or under the authority of the person whose endorsement it 
purports to be, and the banker is doomed to liave paid the bill in due 
course, although such endorsement has been forged or made without 
authority ” (Bills of Exchange Act, 1882, sec. 60). 

This protection to the banker against paying on a forged endorsement 
does not extend to bills of exchange, and as the banker in such cases is 
not acquainted with the signatures on the back of a bill presented for pay- 
ment to him, he incurs considerable risk against which he can take no 
precaution. 

The only protection afforded him is by sec. 7 (3) of the Act, which 
says: “Where the payee is a fictitious or non-existing person, the bill 
may be treated as payable to bearer.” 

This is the subsection on which was decided the well-known case of 
Vagliano Brothers v. The Banh of Bngland. The plaintiffs were in the 
habit of accepting a large number of bills drawn on them from abroad, of 
which they advised the Bank of England, where the bills were payable, 
before the time when they fell due. Glyka, a confidential clerk of the 
plaintiffs, forged forty- three bills purporting to be drawn by Yucina, an 
Odessa merchant, to the order of C. Petridi and Company of Constantinople. 
Both of these were existing firms known to Vagliano Brothers, and Glyka 
liaving forged both the drawer's, and endorser’s signatures, induced the 
flrawees to accept them. They were duly advised to the Bank of England 
l)y Vagliano Brothers with a request that they should be paid, and accord- 
ingly several of them were paid in cash across the counter to Glyka. 
Wien the fraud was discovered, Vagliano Brothers sued the Bank of 
England for the amount, £71,500, on the ground that the bank had paid 
the bills on a forged endorsement. The bank, on the other hand, con- 
tended that the action of the acceptors in advising payment of the bills 
justified them in so doing, and that the payees must under the circum- 
stances be considered as “fictitious or non -existing persons” within the 
meaning of sec. 7 of the Bills of Exchange Act as quoted above. 

The case was decided in the first instance in favour of Vagliano 
Brothers, and this was upheld by the Court of Appeal, but the House of 
Lords reversed the decision by a majority of six to two. As regards the 
forgery of the drawer’s name, the acceptor is by sec. 54 of the Act 
precluded from denying the existence of the drawer, the genuineness of 
his signature, and his capacity and authority to draw the bill. Lord 
Macnaghton laid down that the proper meaning of a “fictitious” payee is 
“ feigned or counterfeit,” and that C. Petridi and Company were none the 
Jess fictitious persons because there were in existence real persons for 
whom these names were intended to pass muster. 

If a bill is payable after sight, presentment for acceptance is necessary 
in order to fix the maturity of the bill. Any other bill which is drawn 

3 



24 


BANKING 


payable elsewhere than at the residence or place of business of the drawer 
must be presented for acceptance before it can be presented for payment. 

The holder of a bill payable after sight must either negotiate it or 
present it wifhin a reasonable time; if not, the drawer and all previous 
endorsers are discharged from all liability on the bill. The question of 
what is a reasonable time is dependent upon the nature of the bill, the 
rsage of the trade with respect to similar bills, and the facts of the case. 
Presentment for acceptance must be made at a reasonable hour on a 
business day to the drawee or some person authorised to accept or refuse 
acceptance on his behalf. Thus presentment to a clerk in the office of a 
business man is a proper presentment, but presentment to a servant at a 
private residence is not. Presentment through the post is sanctioned by 
custom, and is reckoned a legal presentment. If acceptance is refused the 
bill may be treated as dishonoured, and an immediate right of recourse 
against the drawer and all previous endorsers ensues. 

All bills not payable on demand must be presented for payment on the 
day they fall due ; bills payable on demand, or at sight or on presentation, 
must be presented for payment within a reasonable time. 

The consequence of an omission to do this is that the drawer and all 
endorsers are released from liability on the hill, but not the acceptor. As 
a rule, bills are accepted payable at a banker’s ; they must accordingly be 
presented for payment as indicated in the acceptance. If no place of 
jjayment is mentioned, they must be presented for payment at the address 
of the acceptor as given in the bill. If an acceptor has changed his address 
since the time he accepted the bill, he must either make arrahgments that 
it shall be paid at the original address, or if he can trace the bill, he 
should notify the holder of his change of address, otherwise there will be 
a risk of the bill being dishonoured. If a bill is drawn in a set, the drawee 
must be careful to accept one part only, or he will be separately liable on 
each part accepted. 

When a bill is dislionoured by non-acceptance or non-payment, notice 
of dishonour must be given to the drawer and each endorser, or else they 
are released from liability on the bill. If the party to whom notice is to 
be sent is resident within the same town, it must reach him on the 'day 
following the dishonour of the bill ; if otherwise, notice must be sent on 
the day following the dishonour. Thus it must not be forgotten that if a 
bill is domiciled ” or made payable at a banker’s, he has the right to keep 
it a day after maturity before sending it back unpaid, if the holder does 
not live in the same town. 

A banker usually gives notice of dishonour by the simple return of the 
bill with the answer written upon it. The usual answers in this case are 
"ll/A” or ‘‘refer to acceptor,” “n/a” or “no advice,” or “n/o” or “no 
orders.” If the man who receives back a bill from his bankers wishes to 
keep his recourse against a previous endorser or the drawer, he is allowed 
the same time to serve notice of dishonour, namely, it must reach the party 
by the next day if he lives in the same town, if not he must forward the 
notice by the day following the one he received it. This applies to cheques 
received back unpaid, when notice must he sent to the drawer as well as to 
any endorser against whom recourse is required. All foreign bills which 
are dishonoured, whether by non-acceptance or non-payment, require to be 
protested ; if a bill has been protested for non-acceptance it is not legally 
necessary to protest it afterwards for non-payment, but this is often done 
in order to satisfy the requirements of the country in which the bill is 
drawn. In the case of an inland bill a protest is not necessary, but it is 
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often made at the request of the holder. All protests must; be made on 
the .day on which the bill is dishonoured, but it is sufficient if the bill is 
merely noted for protest on the day of dishonour, the noting may be 
extended to a formal protest at any time considered necessary; by this 
means part of the expense of a formal protest is saved. It is the practice 
of most bankers to note all bills, whether foreign or inland, unless they 
have received instructions to the contrary from the holder of the bill. The 
protest must be made at the, place where the bill is dishonoured, except 
when a bill is presented and returned through the post, when it may be 
protested at the place to which it is returned, but this latter practice is 
local and unusual. It may happen that there is no notary in a town where 
a bill is dishonoured ; in this case a householder's protest should be drawn 
up in the presence of two witnesses and stamped as follows : where the 
duty on the bill does not exceed Is., the same duty as the bill or note ; in 
other cases Is. Postage stamps may be used. For the convenience of any 
who may have to draw up a householder's protest, we give below the form 
suggested in the 1st Schedule to the Bills of Exchange Act, 1882. 

Form of Protest which may he used when the services of a Notai'y are not obtainable. 

Know all men that I, A. B. (householder), of in the county of 

in the United Kingdom, at the request of C. D., there being no notary public 
availaVde, did on the day of 19 , at , demand payment 

(or acceptance) of the bill of exchange hereunder written, from E. F., to which 
demand he made answer (state answer, if any), wherefore I now, in the presence 
of G. H. and J. K., do protest the said bill of exchange. 

(Signed) A. B. 

^ K } 

F.B . — The bill itself should be annexed, or a copy of the bill, and all that is 
written thereon should be underwritten. 

When a bill has been noted or protested, and is afterwards presented 
again for payment, the notarial expenses sliould be demanded as well as 
the original amount of the bill, and a banker is authorised to debit his 
customer’s account with such expenses without obtaining the direct per- 
mission of the acceptor. 

An accommodation bill is a bill which has been accepted by a drawer 
without receiving value for the same, and for the purpose of lending his 
name to some other person. This latter person, as a rule, provides for the 
bill before maturity. The transaction is a method of borrowing money, the 
holder discounting the bill at his banker’s and withdrawing it before 
presentment. 

When an alteration in a material part of a bill of exchange is made, 
that is to say, in the date, amount payable, the time of payment, and the 
place of payment, the alteration should be initialed by both drawer and 
acceptor. The acceptor of a bill is not, however, bound to see that it is 
drawn in such a manner to prevent the fraudulent altei’ation of the bill. 
Of course it is to the interests of all the honest parties to a bill that such 
precautions should be taken, and it is advisable to see that a bill is not 
drawn on paper bearing a larger stamp than necessary, and that no blank 
spaces are left in the document. But no legal obligation to do this exists, 
as has been held in the case of Scliolfield v. The Earl of Londesborough. 
A man named Sanders drew a bill for £500 upon the defendant, the Earl 
of, Londesborough. It was drawn upon a £2 stamp, which was sufficient 
to cover an amount up to £4000. The amount of the bill was v/ritten in 
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figures, with sufficient space between the £ and the 5 to admit of the 
insertion of another figure. The body of the bill ran : “Pay to me or my 
order the sum of,” then a blank space ; on the next line were the words 
“five hundred pounds,” etc. The man Sanders obtained the defendant’s 
acceptance to the bill in the usual course, and then fraudulently altered 
the amount to £3500. The bill in this form was negotiated, and came into 
the hands of the plaintiff in good faith a,nd for valuable consideration. The 
bill was not paid, and Scholfield sued the acceptor for the full amount, on 
the ground that he was “ estopped ” from pleading the forgery by reason of 
negligence in accepting the bill in the form it was drawn. The Court of 
Appeal decided in favour of the defendant, and the Master of the Eolls 
stated the opinion that the acceptor had no duty towards the drawer or 
endorser of a bill of exchange except that of paying it when presented. 

Promissory Notes . — A promissory note is “ an unconditional promise in 
writing made by one person to another, signed by the maker, engaging to 
pay, on demand or at a fixed or determinable future time, a sum certain in 
money to or to the order of a specified person or to bearer” (Bills of Ex- 
change Act). The following is the usual form in which a promissory note 
is drawn up : — 

London, 

One month after date ^ promise (or we jointly and severally promise) to pay 

to the order of the sum of for value received. 

(Signed) Henry Jones. 

The “maker” of a promissory note stands in the same position towards' 
the endorsers or holders as the acceptor of a bill of exchange, and if we 
except the provisions relating to acceptance, the law is the same for the 
two classes of documents; a promissory note does not require accepting 
by the maker. Promissory notes are not drawn in a set, nor is protest 
legally necessary in the case of the dishonour of a foreign note. The stamp 
duties are the same for the two classes of documents, except in the case of 
bankers’ promissory notes to bearer on demand, which are stamped at a 
higher rate and can be reissued. The issue of these is, as we have seen, 
controlled by the Bank Charter Acts of 1844-45. 

Banker and Customer . — ^We come now to consider the relations between 
a banker and his customer in the working of a banking account. A banker 
impliedly contracts to pay his customer’s cheques while there is sufficient 
money remaining to the credit of the customer, in return for the advantages 
he derives from the use of his customer’s capital, or else for the receipt of 
a certain sum in commission. In the event of a breach of contract the 
banker is liable to be mulcted in damages. This is the broad relationship 
between the two. The first formality to be undergone before opening an 
account at a bank is the production of a satisfactory introduction. If tlie 
account is transferred from another bank a banker’s introduction is usually 
given, but in default of this the banker will accept the introduction of any 
respectable individual who is known to him. Of course it is advantageous 
to the customer to obtain as satisfactory an introducer as possible, as this 
may have some weight in determining the banker’s answer to a request for 
temporajry accommodation. The banker will then require the customer to 
write his name iCnd signature and the particulars of his address and occu- 
pation in the signature book. 

It is desirable to come to some understanding with the bank manager 
as to the terms on which the account is to be kept. The amount of the 
balance which a bank expects a customer to keep in order to avoid a charge 
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for the management of an account, varies according to the character of the 
account and the standing of the bank. Thus a business customer with 
a large turnover is required to keep a very much larger balance than a 
private individual who only uses his account for his household and personal 
expenses. Again, a bank in the City of London would probably often 
make a charge for keeping an account which a small country branch would 
keep for nothing. LTnder these circumstances it is impossible to put into 
figures the probable requirements of a bank manager. 

It is well to be as open as possible to a banker when making arrange- 
ments about opening an account. A man’s financial reputation may lie in 
his banker’s hands, and nothing induces caution in a banker’s dealings with 
a customer so much as a show of reserve or secrecy on the latter’s part. In 
many instances a banker has to refuse accommodation to a customer 
through lack of knowledge of his true position, wlien he would willingly 
have granted it, had a little more confidence been reposed in him. 

Having satisfied the bank in the matter of introduction, and deposited 
the money wherewith the account is to be opened, a cheque-book will be 
issued to him, if the introduction is sufficiently good to warrant it being 
done at once, but in many cases the banker will require the cheques 
deposited to be cleared before doing so. 

It is usual for bankers to credit a customer immediately with cheques 
on banks in the same town, and in the case of most English banks, with 
cheques drawn on London banks. But in the case of cheques which have to 
be collected through the country clearing, or those drawn on a bank in one 
of the other countries of the United Kingdom, many bankers require theii* 
customers to wait imtil the cheques have been cleared before, crediting their 
accounts with the proceeds. This usually occupies three, four, or five days. 

In paying in cheques it is a frequent practice of customers to ask for 
part of the amount to be given them in money, and the rest to be credited 
to their account. Some banks refuse to do this, and it is a practice not to 
be encouraged : it is bad book-keej)ing, because tlie whole of the transaction 
does not show in the pass-book, and may lead to confusion when the 
account has to be checked. If the customer requires part of the amount in 
cash, the proper method is to credit his account with the total and get him 
to draw a clieque for what money he may require. In drawing cheques 
the drawer is bound to take reasonable precautions against a possible 
fraudulent alteration, or he may be held to have /contributed to the subse- 
quent fraud by his negligence, and be estopped from setting up the bank’s 
negligence in paying the cheque. In discussing the case of Scholfield v. 
Londesborougli, we saw that the acceptor of a bill of exchange has no such 
onus thrown upon him ; but in the same case Lord Shand expressed the 
opinion : “The case of Young y. Grote, between a banker and his customer, 
was one in which there was the relation of parties contracting with .each 
other, ... and this relation inferred, if not expressly, at least by implica- 
tion, the duty and obligation on the customer’s part, in issuing cheques on 
his banker to third parties, to take care that these were not in such a form 
as to give the means of enlarging their amount without this being readily 
detected.” 

The case of Marmssen v. The Birkheck Bank in 1889 turned upon the 
same point. The plaintiff had drawn a cheque for £8 : 5s. in such a way 
that a fraudulent holder had altered it to £80 : 5s., by adding a cipher after 
the 8 in the figures and a “y” in the words. Judgment was given for the 
defendant bank on the ground of negligence ; and Mr. Justice Matthew, in 
summing up, said that the law on the subject was that “ if a cheque was so 
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carelessly drawn as to expose a banker, using reasonable care, to the risk of 
paying what was not intended, then the banker was not liable.” 

When paying in cheques or money to the credit of his own account, 
a customer does not usually ask for a receipt from his banker, but if he 
requires one the banker must give it. Such receipt is exempt from stamp 
duty so long as a third party’s name does not occur in it. If it is desirable 
to have some proof that^ the cheques have been received by the banker, as, 
for instance, when they are entrusted to a messenger, it is usual to obtain 
from the banker a book of credit slips issued in duplicate. The banker then 
retains one part, and the cashier signs or initials the corresponding part and 
returns it to the customer. 

Sometimes a customer pays in a cheque to his. credit for a special 
purpose, as, for instance, in order to provide for a cheque which he has 
drawn. This is called “ earmarking ” a credit, and if a banker receives a 
credit for such a special purpose, he is bound so to apply it, and cannot use 
it as a means of reducing his customer’s debt to him if the account should 
be overdrawn at the time. 

A banker is bound to furnish his customer with a copy of his account if 
desired, and this is done by issuing a “ pass-book,” which is a copy of the 
banker’s ledger. An entry in a pass-book is not conclusive proof of the 
truth of the entry, but if a customer can show that he has suffered loss or 
damage through being misled by a false entry in a pass-book, he can obtain 
damages against the banker. In the same way acquiescence in certain 
entries in a pass-book on the part of a customer has been held to prevent 
liim from afterwards denying the truth of such entries. Thus in Chatterton 
v. London and County Banking Company ^ Limited y 1890, the plaintiff sued 
the bank for the amount of twenty-five cheques which he alleged to be 
forgeries. On the bank’s part it was stated that the signatures in question 
had been brought under the notice of the plaintiff, and he had stated them 
to be correct ; moreover, he had each week ticked off the items in the pass- 
book with his own books, yet though the cheques alleged to be forged were 
entered in the pass-book, he failed tp discover the fraud until the auditor 
inspected his books. Judgment was given for the defendant bank, and the 
jury found that the plainti (f’s conduct had contributed to the loss. 

In some banks it is the custom to enter amounts in the pass-book im- 
mediately they are paid in, but other banks refuse to do this, and issue the 
pass-book made up only to the evening of the preceding business day. 

We have seen that by section 82 of the Bills of Exchange Act a banker 
who receives payment for a customer of a crossed cheque is protected from 
the consequences if the customer had no title to the cheque, provided he 
does so without negligence and in good faith. The position of a banker who 
receives payment of an uncrossed cheque under similar circumstances is not 
so happy, and he can claim no protection under tins section ; moreover, it 
has been held in Bissell v. Fox that a banker cannot bring himself within 
the protection of the section by crossing the cheques after they have come 
into his possession. If the banker collects cheques of this description for a 
man who has no title, whether a customer or not, the banker is liable under 
certain circumstances for wrongful conversion. He will stand or fall 
according to the validity of the title which the customer has, and which he 
gives to the banker. Thus, as a l^earer cheque is negotiated by delivery 
only, the banker would acquire a good title from his customer, and would, 
not be liable to the true owner. If, however, the cheque was an open one, 
payable to order, and the customer for whom the banker collected it had 
forged the endorsement, or if an agent, had endorsed it without the authority 
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of his principal, he. could give the collecting bank no -title to it, and the true 
owner would have a remedy against the banker. The case of Bissell v. Fox, 
1884--85, is of great interest in this respect. 

Shakeshift, a commercial traveller in the employ of the plaintiffs, was 
in the habit of remitting to his principals weekly the cheques he received 
in the course of business. Instead of doing this he opened an account witli 
the plaintiff bank, and paid in to his own credit |even cheques payable to 
his principals, and endorsed by him “ per pro.’* Three of these, cheques 
were crossed and four open. The plaintiffs brought an action to recover 
the amounts of all these cheques, and contended that in the case of the 
crossed cheques the defendant bank had been guilty of negligence. 
Judgment was given for the plaintiffs in the case of all but one cheque, 
which was drawn on the defendants themselves, in which case the defendant 
bank were entitled to be considered as the “ paying ” bank and not the 
collectors of the cheque, and to be protected by section 60 of the Act, which 
relieves a bank from responsibility when paying on a forged endorsement. 
It was laid down in this case that the provisions of section 82 of the Act 
only apply when a banker receives a cheque already crossed, and not when 
a banker crosses a cheque to himself after receiving it for collection. 
This opinion seems at variance with section 77 (6), which expressly states : 
“ When an uncrossed cheque, or a cheque crossed generally, is sent to a 
banker for collection, he may cross it specially to himself.” This section 
was inserted in the Act at the suggestion of the Institute of l^ankers for 
the express purpose of protecting bankers who collected uncrossed cheques, 
and of bringing them within the provisions of section 82 ; but if we 
accept the opinion laid down in this case as final, it has failed in its 
purpose. 

It was also laid down that, in the case of the crossed cheques, the baiikeis 
had not acted without negligence, in that, knowing Shakeshift was an agent 
they should have inquired as to his authority to endorse the cheques “ per 
procuration ” before passing them to the agent’s own account. This is a 
decision of great importance to bankers, and devolves upon them the 
necessity for exercising great caution in dealing with the account of 
an agent; especially is this so when the agent and principal both keep 
their accounts at the same bank, and the bank are therefore unable to 
plead ignorance of the relationship between them. Bankers, when dealing 
with agents empowered by their customers to sign on their behalf, should 
see that the powers of the agent are sufficiently well defined in the written 
authority given by the principal. The power to draw cheques on behalf of 
a principal does not imply the power to overdraw the account, and such a 
power* should be expressly mentioned in the authority delivered to the 
banker ; otherwise the bank will probably be unable to claim against the 
principal for the amount of the overdraft. An agent cannot further delegate 
the power entrusted to him, and such power to act is terminated by the 
death, bankruptcy, or insanity of the principal. 

In opening accounts in joint names, bankers require a written authority, 
signed by all, if cheques are to be drawn by one or part of their number. 
In the case of the decease of one of the number, the banker can pay the 
balance of the account to , the survivors on proof of death, such proof usually 
being the exhibition of the burial certificate. If the banker possesses a 
written authority to honour the signature of each of. the joint members, 
such a proof of death is unnecessary, as the survivors possess the power of 
dealing with the balance. In dealing with executorship accounts, the act 
of one executor or administrator is legally the act cf all, and a banker is 
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justified in paying cheques drawn ny a single executor without authority 
from the others ; but it is advisable for a banker to obtain such a written 
authority, as although a single executor can bind the estate, he cannot bind 
the other executors personally. In transferring the balance of a deceased 
customer’s account to that of his executor, a banker requires the probate of 
the will to be exhibited to him, or in ease the deceased died intestate, a 
copy of the lettei’s of atoinistration. Then, upon satisfactory proof of the 
identity of the executors or administrators, the balance is transferred to an 
account usually opened in the executors’ names as such. 

Wliere the power to sign is given to a single executor, and this executor 
has also a private account with the same bank, the banker should be 
cautious in his dealings, or he may be held liable in case the executor mis- 
applies the money of the estate to his own use. The law in such a case was 
laid down by Lord Cairns in the case of Gray v. Johnston : “ In order to 
hold a banker justified in refusing to pay a demand of his customer (the 
customer being an executor, and drawing a cheque), there must, in the first 
place, be some misapplication, some breach of trust intended by the executoi*, 
and there must, in the second place, be proof that the bankers are privy to 
the intent to make this misapplication of the trust funds ; and to that, I 
think, I may safely add, that if it be shown that any personal benefit to 
the bankers themselves is designed or stipulated for, that circumstance 
above all others will most readily establish the fact that the bankers are in 
privity with the breach of trust which is about to be committed.” 

As an example of what was meant, we will suppose a man to have a 
private overdrawn account, and also an executor account or trust account 
with a credit balance, on which he possessed the power to sign alone. The 
bankers press him for payment of his overdraft ; he thereupon transfers a 
sum from his executor or trust account in satisfaction of it. If the executor 
defaulted, tlie bank would, in all probability, be compelled to refund to the 
estate the sum so transferred, 

A trustee, unlike an executor, cannot by his own act bind his co- trustees. 
Whenever possible, a banker declines to open an account in the name of 
trustees as such, and prefers to treat it as an ordinary joint account ; but 
should he feel compelled to recognise the trust character of the account, he 
should not accept an authority for one or more trustees to act for the whole 
body, as it is exceedingly doubtful whetlier ho would be absolved from 
liability in case of the default of the acting trustee. If the afiairs of a 
trustee come into a court of law, every protection possible is afforded to the 
trust funds by the court, and therefore a banker cannot be too wary in his 
dealings with them. If one of a body of trustees die, it should be inquired 
whether the deed of trust empowers the survivors to act, before giving them 
the power to do so ; in the case of an executorship account, the power to 
act devolves naturally upon the survivors. 

Ill business partnership accounts any partner can bind the firm by his 
own acts ; moreover, any one who by word or deed leads others to believe 
that he is a partner, is liable on any contracts entered into upon the faith 
of such representations, and every partner is personally liable for all the 
obligations entered into by the firm. 

If a partner retires from a firm which has an overdrawn account with a 
bank, he is not absolved from personal liability until the whole of the 
overdraft shall have been paid ; but it must be noted in this connection 
that it is a legal maxim that the first item on the debit side of a current 
account is presumed to be discharged or reduced by the first item in priority 
of time on the credit side. If therefore in such a case it is desirable to 
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retain a claim upon the retiring partner, a new account should be opened 
when notice of the retirement is given to the bank. 

In opening an account with a company registered under the Companies 
Acts, a banker usually requires a copy of a resolution passed by the direc- 
tors, and signed by all or by the chairman, and countersigned by the 
secretary, authorising the banker to pay cheques signed in the manner the 
authority shall indicate. 

If a company requires to overdraw its account or to borrow money, it 
is necessary for the banker to see a copy of the memorandum and articles 
of association of the company. By these documents the powers of the 
company are defined and controlled. It is not always expressly mentioned 
in a memorandum of association that a company has power to borrow 
money, but in the case of a trading company at all events this power is 
held to be implied, imless it is contrary to anything contained in the 
memorandum. If a company through its officers commits any act in 
excess of the powers so defined, it is held to be acting ultra vires, and the 
company is not bound by any such contract. A banker often has to assist 
in the floating of a new company, and he must remember that under the 
provisions of the Companies Acts of 1900 a company cannot enter into any 
contracts or borrow money until certain steps have been taken and a 
certificate has been issued by the Eegistrar of Public Companies, to the 
effect that the company is entitled to commence business. The issue of 
such a certificate is conclusive evidence that the necessary preliminaries 
have been properly carried out. 

When a customer lias satisfied his banker as to the manner cheques 
are to bo drawn on the account, there is then a contract between them 
that the banker shall honour the cheques of the customer, if they are in 
order, so long as the customer has any money to his credit. In the event 
of the wrongful dishonour of the customer’s cheques, he has a right to sue 
the banker for damages, but the holder of the cheque has no right against 
the banker, as there is no coiiti'act with him. He must have I'ecourse 
against the drawer of the cheque, and any suit against the banker must 
be brought in the drawer’s name. 

A banker is not bound to pay his customer’s cheques drawn against 
cheques in the course of collection which have not yet been credited, aiul 
even when a cheque is credited before it is cleared, it is the custom of 
many bankers, if it seem desirable to them, to return the customer’s cheque 
unpaid with the answer, “Effects not cleared,” if there is not sufficient 
money on the account exclusive of the uncleared cheque. Should a banker 
give a customer permission to overdraw his account to a certain extent for 
an agreed period, the banker must not dishonour his customer’s cheques 
without notice before the expiration of such period, on the ground that 
circumstances have occurred causing him to reconsider his decision; but 
should a customer commit an act of bankruptcy, a banker is bound to refuse 
payment of his cheques whatever the state of his account, or he may be held 
liable to refund to the trustee in bankruptcy. It was decided by the Court, 
however, In re Walsh, 52 L.T. Kep. 694, that the mere calling together of 
a debtor’s creditors and the offer to them of a composition is not an act of 
bankruptcy. No banker will knowingly open an account with an iindis- 
cliarged bankrupt, nor would it be safe for him to do so in the case of the 
wife of an undischarged bankrupt who was carrying on the husband’s 
business. 

The same obligation to refuse payment of a cheque exists when notice 
of tlie death of the drawer is received, or, in cases where the drawer signs 
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as agent, the death of the principal. If, however, an agent empowered 
to sign on his principal’s account dies, and a cheque signed by him is pre- 
sented after notice of death, a banker may yet pay the cheque. 

In Scotland the holder of a cheque unpaid for want of funds acquires a 
lien on the balance of the account ; if, therefore, a smaller cheque is after- 
wards presented, the banker must not pay it, altliough he has sufficient 
funds. This is not law in England, however. 

It has been decided that a banker has no right to close a customer’s 
account without giving him* reasonable notice. In the case of Buchingham 
V. The London and Midland Bank, the plaintiff had a loan account secured 
by a mortgage on some houses and also a current account, with a balance 
standing to his credit. On entering the bank one day he was informed by 
the manager that the bank was dissatisfied with tlie value of the security, 
and that he must consider the account closed, the balance to his current 
accoimt, amounting to £160, having been transferred in reduction of the 
loan account. The plaintiff informed the manager that certain bills 
accepted by him and domiciled with the bank fell due the next day, and 
asked that they should be paid. This was refused, however, and the bills 
dishonoured. He then sued the bank, and obtained a verdict in his favour, 
with damages for injury to his credit. It was decided by the jury that 
the plaintiff was entitled to a reasonable notice before the closing of his 
account, and that such a notice had not been given. 

If a cheque is presented to a banker for payment and there are not 
sufficient funds to meet it, owing to the banker having debited the customer 
with his charges for keeping the account, it would not be wise for him to 
return the cheque unpaid, unless the customer has received notice of the 
charge. But should it be shown that the charge was a customary one, 
debited periodically to this particular account, it is probable that the 
banker woidd not be held liable for returning the cheque. 

If a Imnker receives a “garnishee order,” he is entitled to refuse 
payment of all cheques presented after receipt of the order, although the 
balance in his hands may exceed that attached by the order. A “ ganiisheo 
order ” is an order granted to a creditor who has obtained judgment against 
his debtor, attaching “ all debts owing or accruing due ” from a tliird 
person to the delator. In the case Rogers v. Whiteley, the plaintiff had a 
banking account with the defendant bankers, upon whom a garnishee order 
for £6000 was served at a time when the plaintiff’s balance was £6800. 
The defendants dishonoured cheques amounting to less than the surplus 
of £800, but the plaintilf was unable to sustain his suit for damages. 

Besides the collection and payment of cheques for a customer who has 
a current account, a banker performs various other duties in the course of 
his business. In the first place, he receives money on deposit bearing 
interest. It is not the usual practice of English bankers to allow interest 
on current accounts, though sometimes interest on the minimum monthly 
balance is given by sjjeeial arrangement. 

English bankers, however, receive money repayable usually at seven 
days’ notice with interest at a rate which is as a general rule per cent 
below the Bank of England discount rate. Cheque-books are not issued 
to those who have only a deposit accoimt. Should the dej^ositon wish to 
withdraw a part or the whole of his accoimt without giving the stipulated 
notice, the banker is usually willing to do so, the customer forfeiting seven 
days’ interest in lieu of notice. The deposit receipts issued by bankers are 
marked “ not transferable,” and are in all probability not negotiable in- 
struments at all. 
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The collection of dividends, interest, and coupons is another .duty 
undertaken by bankers. In the case of dividends on* stocks or shares 
registered in the customer’s name or inscribed in the books of the Bank 
of England, it is usual for the customer, if he wishes the dividends to be 
paid direct to his banker, to sign an authority requesting the company 
or the Bank of England to forward them as desired, and forms for this 
purpose can be supplied by the banker. 

As a rule no company will recognise trustees as the holders of shares, 
which must be registered simply in the joint names. Neither will they as 
a rule pay over the dividends to the credit of a party other than the 
registered holders. If the dividends are to go to the credit of a third 
party, instructions should be given to the collecting banker, and not to the 
secretary of the company. In collecting coupons, the customer may either 
keep the bonds in his own possession or in a box at the bank, and cut off 
the coupons himself before handing them, to the banker for collection, or 
he may lodge the bonds with his banker, when the latter will himself cut 
off and collect the coupons. When bonds are so deposited with a banker, 
he will usually watch the results of the drawings if they are redeemable by 
lot and inform the customer, but it is not certain whether a banker is 
liable to. the custoiner . for neglect of this. If the customer cuts off his 
own coupons, he should hand them to the banker not later than a fort- 
night before they fall due, if he wishes for the prompt receipt of the 
proceeds. Should coupons be payable abroad, it is usual for bankers to 
sell them in London to an agent when possible. Income tax on coupons 
is always deducted by the banker who collects them. 

Bankers accept “standing orders” from their customers to pay sub- 
scriptions to clubs, charities, and similar institutions ; they will also 
remit money abroad or collect drafts payable abroad. When lodging with 
a l»anker for collection bills payable abroad, a customer should always 
give full instructions as to the course to be followed in case of dishonour, 
and should documents of title be attached to the bill, whether these docu- 
ments are to be surrendered to the drawer upon acceptance or upon 
payment. Bills witli such documents attached should be drawn to the 
order of the shippers and endorsed in blank. 

Another function of bankers is the issue of “ Letters of Credit ” and 
“ Circular Notes.” A Letter of Credit is a request from one banker to a 
correspondent or agent authorising him to honour the drafts of the person 
named in the Letter of (Credit, and promising to pay such drafts when 
presented. The correspondent is usually advised that such a Letter of 
Credit has been issued to a third person, and a specimen of the latter’s 
signature is forwarded for the purpose of identification. When the cor- 
respondent makes any payment under a Letter of Credit, he endorses the 
amount on its back and usually charges a small commission to recoup him- 
self ; in some cases, however, he draws upon the issuer for the amount of the 
commission. A Circular Letter of Credit is one addressed to a series of 
correspondents named in anotlier document called a “ Letter of Indication.” 

“ Circular Notes ” are drafts drawn by bankers for a round sum, 
usually £10, upon a number of foreign correspondents, in favour of the 
customer to whom they are issued. The drawees are in this instance also 
enumerated in a letter of indication, and as this contains the specimen 
signature of the payee, it should not be kept in the same receptacle with 
the Circular Notes when travelling, so that in case of loss or theft the oiie 
wjdl be useless to the finder without the other, and forgery be less easily 
accomplished. 
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Among the minor duties which a banker is called upon to fulfil may 
be mentioned the custody of bills not due which a customer does not wish 
to discount j such bills are called “Short Bills,” and the banker presents 
them as they fall due, without special instructions from the customer, and 
credits the proceeds to the accoimt. 

If the holder of a bank-note accidentally destroys or loses it, he can 
on reference to his banker obtain a form of indemnity, on receipt of which, 
properly executed, the Bank of England will pay the amount of such notes. 

Customers can also buy and sell stocks and shares* through their 
banker. Nothing but the usual broker’s commission will be charged ; but 
the banker usually arranges with the brokers whom he employs to halve 
such commission with him. A banker will not as a rule undertake the 
responsibility of advising his customers as to investments. 

Finally, a banker will take charge of boxes or parcels for his customers 
and hold them on safe custody. Eor this a banker makes no charge, 
neither does he take any cognisance of the contents of the boxes, which 
should be securely locked or sealed. In doing so a banker acts as a bailee 
and not “ as a banker,” and his liability in case of loss, damage, or delivery 
to the wrong person has not yet been settled. A case came before the 
courts in 1896, but was settled by a compromise, and no legal precedent 
was therefore made. 

In this case, Langtry v. The Union Bank of London, the plaintiff lodged 
with the defendant bank a box containing jewels stated to be worth 
£;>5,000. This was delivered by the bank to an unknown person on a 
forged order. Thereupon Mrs. Langtry sued the l)aiik, and by a compro- 
mise out of Court it was arranged that verdict slioiild be given for the 
defendants on payment by them of £10,000. 

The fact that tlie bank did not fight the case points to tlie belief 
that their position was a weak one. The opinion given by the Central 
Association of Bankers, after due consideration of the case, is that if 
valuables deposited with a ])ank for safe custody are lost, stolen, or 
destroyed by fire, the banker is not liable unless negligence can be prove m I 
against him. If he took sucli reasonable precautions as a prudent man 
would take in the case of his own valuables, he would be held exempt from 
liability. If, liowever, the banker delivers them on a forged order, it 
would probably be held to be wrongful conversion of the goods, and the 
banker would be liable apart from any question of neglig(mce. The 
Central Association goes on to recommend the adoption ol* a form of 
receipt for such valualdes, with a blank order for delivery printed on the 
back. If the banker refused to deliver the valuables except on tlie pro- 
duction of such receipt, it would make it more difUcult for a fraudulent 
party to obtain possession. 

Advances and Security.— A banker lends money in various ways and on 
various kinds of security. In the first place he discounts bills for a 
customer; that is to say, a banker buys a bill which is due at a future time 
and gives his customer immediate credit for the amount of the bill, charging 
on the transaction what is called by ban kcrs‘“ discount,” which, however, is 
not true discount but interest. That is to say, if true discount wore charged 
the net amount which is credited to the customer should be such as with 
interest at the arranged rate would equal the n’ominal amount of the bill. 
But the banker charges interest on the full amount of the bill and gains by 
doing so the interest on the discount. 

The rate of discount which is officially quoted by the Bank of England, 
and is known as the “ bank rate,” is the rate mr what are called “ first-class ” 
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bills only; that is to say, bills accepted by parties well known in the City 
of London and on which there is the minimum of risk attaching. 

• It cannot be expected that a banker shall discount ordinary trade bills 
at this rate, as he has to provide against the darker of the bill proving 
worthless. A banker takes the state of his customer's account into con- 
sideration, and if the account is not well kept he may, and frequently does 
refuse to discount the proffered bill. If he decides favourably he wiU next 
make a confidential inquiry of the banker with whom the bill is domiciled, 
and on the nature of the answer will def)cnd his final decision. Bankers 
often keep an Acceptor’s Book,” in which are kept any particulars they 
may acquire of the acceptors of bills which periodically pass through their 
hands. As ordinary trade bills frequently recur through the same channels 
a banker gradually acquires some knowledge of the parties whose acceptances 
lie discounts. Should one be dishonoured the particulars of it and th(^ 
answer on it will be duly registered in the Acceptor’s Book ” and he will, 
if he think fit, refuse to discount any more accepted by the same party. 

The class of bills which a banker prefers to discount are those which are 
customarily drawn in certain trades, chiefly by manufacturers and wholesale 
dealers upon the retailer. In some trades it is customary for the retailer 
to pay for the goods he buys by means of bills at a certain recognised 
currency, frequently three months. Unless the manufacturer has a large 
capital he finds it preferable to discount these bills with his bankers, and 
such bills are as a rule readily accepted by the latter. This custom of 
paying by means of bills is, however, slowly giving way to payment by 
cheques, and the number of trade bills in circulation is very much less than 
was the case twenty or thirty years ago. There is another class of bills 
which is not so satisfactory to a banker, those drawn by private individuals 
in payment of goods or ordinary household expenses ; these usually indicate 
shortness of money on the part of the acceptor and an anticipation of his 
ordinary sources of income, and are to be looked at with caution. The 
third class of bills is generally avoided by bankers altogether when they 
are recognised, thougl i this is not so easy ; these are accommodation bills. If 
a man accepts a bill for the accommodation of another without receiving 
value for it, he is nevertheless liable to a holder in due course, though there 
is usually an implied contract that the accommodated party shall provide for 
the bill l)efore presentation. As a rule a man does not borrow money by 
means of an accommodation bill until the ordinary methods are exhausted, 
and so this class of bills is looked upon with suspicion. A banker is never 
certain how far this method of accommodation may extend, and it is a matter 
of no great difficulty for three or four individuals to combine and mutually 
accept bills drawn upon each other without any business transactions 
between them and without capital or resources. Such a course of procedure 
may attain very large proportions before it is found out, and then probably 
a crash will ensue. The commercial crisis of 1857 was attributed at the 
time to the extensiveness with which accommodation bills were created 
among foreign firms who drew on agents in London. These agents accepted 
bills drawn on them witliout value passing, on payment of a commission and 
on the understanding that they should be paid before maturity; “accept- 
ances on open credit ” they were called, and they were usually paid by the 
substitution of a fresh set of bills; this continued until the crash came 
and a panic ensued. Experience only will teach a banker to distinguish 
accommodation bills, but they are generally drawn for round sums and at 
as long dates as bankers will accept. • 

Bankers prefer to discount bills drawn at short dates, as there is not so 
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much time for the position of his customer to change, and he can con^ 
sequently more easily alter his policy in dealing with him if he should 
begin to distrust his financial position ; many banks refuse to discount bills 
having more than six mcftiths to run. A banker always requires his customer 
to endorse bills before discounting them, otherwise he would have no 
recourse against him if the bills were unpaid. A banker is not acting as his 
customer’s agent when he discounts bills ; he buys the bills and becomes a 
holder for value, and as such claims on his customer as endorser in case of 
di|honour. 

Of course, in lending money by means of discounts, a banker requires no 
further security beyond the bill ; the transaction is complete in itself ; he 
has, first of all, the right against the acceptor of the bill ; if this fail he has 
the right against his customer as endorser and perhaps as drawer ; if the 
bill is drawn by a third party he has a further recourse against him as 
drawer. 

A second method of lending money is by means of promissory notes ; a 
banker will often, in the case of a customer of good standing, advance money 
to him by discounting his note of hand for a short period, say three or four 
months. He may require his customer to produce a third party who will 
join with him in a ‘'joint and several” promissory note, in which case the 
banker has a right against each of them for the full amount of the bill. 
The advantage to the customer of borrowing money in this way is tliat the 
debt cannot be recalled before the maturity of the note. The banker buys 
a future right when he discounts the note, and until the latter matures ho 
has no right of recourse against his customer. The advantage to the 
banker is that the customer is expected to keep some part of the proceeds 
to his credit, or else he will be required to pay a further commission on 
the management of his current account, should the balance kept prove 
unsatisfactory. 

Besides these two methods of lending money, a banker can grant his 
customer a loan or a “ cash credit,” as it is called in Scotland, or he may 
allow him to overdraw his current account. 

In the former case a separate “ loan account ” is opened in the customer’s 
name and an arrangement is made as to the amount which may be drawn 
on this “ loan account.” Amounts are then transferred from this account to 
the current account as the customer requires them, and ho repays them at 
his convenience, subject, of course, to the arrangements made with the bank 
manager. As a general rule the bank retains the right to demand payment 
of the whole amount when it considers necessary. If a customer has a loan 
he is usually expected to keep a sufficient balance on his current account to 
remunerate the banker, the amount of which, of course, varies with the 
character of the account. If the customer prefers an overdraft, he becomes 
entitled to draw until he has a debit balance to the extent agreed upon. ' In 
this case he pays interest on his debit balance and a commission to cover 
the expenses of managing his account ; in a loan account no commission is 
as a rule charged, as the customer is still required to keep a credit balance. 
In dealing with these two methods of lending money, we have to discuss the 
(piestion of security. Of course there are cases in which a banker feels 
sufficient confidence in his customer to advance money temporarily without 
security, but these cases are exceptions. 

Briefly speaking, the essentials of an ideal banker’s security are not so 
much ultimate security as immediate convertibility. Advances at short 
dates on convertible securitj^ constitute the class of business most sought 
after. A banker does not aim at providing capital wherewith a man shall 
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trade ; he chiefly desires to tide a man over temporary want of available 
assets, or to give a man the means of making a successful start in business. 
A banker’s liabilities are nearly all to pay gqld on demand, and he cannot 
afford to lock up his assets more than is necessary. Many a banking 
catastrophe has been dccasioned, not by insolvency but by temporary lack 
of available assets due to bad business management. 

The most general form of security which a banker possesses is afforded 
by the lien which he holds on all negotiable instruments deposited with 
him as a banker. A lien is a rig^t to retain an article of value pending the 
payment of a debt duo. This may be a “ particular lien ” ; that is to safl it 
may attach to an article only until the debt due on that individual article 
is settled : all tradesmen possess a particular lien on an article deposited 
with them for repair or for any purpose necessitating the expenditure of 
money or labour. A “ general ” lien attaches to articles in possession of the 
debtor as against all debts due, however incurred. This “ general lien ” is 
possessed under the common law by bankers, brokers, factors, innkeepers, 
solicitors, and wharfingers. 

This general lien implies the right to retain but not the right to sell, 
and it attaches in the case of bankers only to such articles as are deposited 
with them as hankers ; thus it was held in the case of Brandao v. Barnett 
(1(S46) that securities lodged with a banker for the sole purpose of being 
held by the latter on safe custody are not subject to the banker’s lien. The 
plaintiff’s agent, named Burn, kept an account with the defendants and had 
several tin boxes in which the securities of his principals were lodged with 
tlie bank for safe custody ; he was in the habit of taking these out from 
time to time and handing them to the banker for the collection of interest 
due. On one occasion when exchequer bills amounting to £10,000 were so 
dealt with. Burn, owing to illness, omitted to replace them in the box and 
left them in the hands of the bank. Burn was then made bankrupt and 
the bank claimed a general lien on the exchequer bills to secure the pay- 
ment of the overdrawn account. The TIouse of Lords, however, held that 
tlie lien did not attach to the bills because they were left with the banker 
with the intention of being replaced in the box for safe custody and that 
therefore they were not held by the defendants as bankeis, but as bailees ; 
there was no diity imposed upon the banker of collecting the interest 
upon these bills, which had been taken from the box by the plain tifl‘ 
and handed to the banker for a special jDurpose. 

It is, however, a general practice for the customers of a bank to entrust 
to them bonds, certificates, scrip and such securities, not only for safe 
custody, but in order that the banker may collect the dividends as they fall 
due without special instructions from the customer ; in this case it seems 
clear that it is the duty of the banker as such to duly collect the interest, 
and hank prospectuses often contain clauses expressing their willingness to 
undertake this class of business. If such is tlie case, these securities are 
lodged with the bankers in the ordinary course of a banker’s business, and, 
if so, the general lien of a hanker will attach to them. 

The general lien of a banker attaclies also to cheques deposited with him 
for collection, and to bills deposited for discount, or held by the banker 
short,” but it does not extend to plate and jewellery held in his strong- 
room on the customer’s behalf. If a customer has several accounts with a 
banker or accounts at several branches, the general lien covers all of them 
and the banker enjoys the right of “setting off” one against the other; 
should one of the accounts, however, be a trust account and the banker be 
aftected with notice that this is so, this will not be covered by the banker’s lien 
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Besides his general lien a banker may create a conventional lien, or lien 
based on an agreement between himself and his customer, and when the 
two are inconsistent a conventional lien is held to override the general lien. 
A banker often lends money on securities which he accepts under a 
“ memorandum of deposit,” which is an ordinary agreement, stamped with a 
6d. stamp and generally granting the bank a power of sale. In the case, 
in re Bowes, Earl of Strathmore v. Vane, Bowes deposited a life policy for 
£5000 under such a “ memorandum of deposit,” which stated that the 
policy was lodged to cover advances not exceeding £4000. Bowes died and 
the bank claimed a general lien on the policy for tlie full amount, but it 
was held that the general lien was excluded by the terms of the conventional 
lien created by the memorandum. 

Securities deposited with a banker to cover an advance may either belong 
to the debtor or they may bo “ collateral.” A collateral security is obtained 
by the pledge of valuables belonging to a person other than the debtor. If 
a banker holds collateral security he can, in the event of the bankruptcy of 
the debtor, claim against the estate for the whole of his debt and then 
realise his security to satisfy the remainder of his claims. If, however, the 
securities pledged are the property of the debtor, they must be realised 
before the banker claims on the estate, and his claim can only be for the 
balance of the account remaining. The private property of a partner 
pledged to secure the debt of the firm constitutes a form of collateral 
security. 

The first form of security to be considered is that of the deeds of ti tie to 
land. Although this is generally considered one of the most desirables 
forms of security, it has the drawback from the banker’s standpoint that it 
cannot always be readily realised. A banker will not as a rule accept a 
second charge on landed property as security for an advance, and if he is 
prudent he will insist on the deposit of the title deeds, whi(?li sliould be 
submitted to a solicitor and a report obtained as to their genuineness and 
the validity of the holder’s title. He may then either take a legal mortgage 
or they may be deposited under a memorandum of deposit, which constitutes 
an equitable mortgage. The memorandum should contam a clause stating 
that the deeds are to secure future as well as existing advances, otherwise, 
as we have seen above, the original advance may be held to be paid off by 
the first entries on the credit side of the account, and a new advance con- 
tracted, although there may have been a continuous debit balance. This 
is called the “ general rule as to the appropriation of payments.” 

It is also advisable to have a clause binding the depositor to give a legal 
mortgage when called upon. The rule of the courts is that a legal mortgage 
has priority over an c(tuitable mortgage. If, however, the banker retains 
the title deeds it is hardly possible for a legal* mortgage to be created ; 
caution should therefore be used in parting with deeds deposited under a 
memorandum, even though they should be required for a short time only. 

If the banker receives notice of a contract of sale of land on which he 
holds an equitable mortgage, he should at once stop the account and make 
no further advance on the security. In the case of London County Banking 
Go., Ltd., V. Batclijfe, the bank continued to make fresh advances after sucli 
notice, and it was held in the House of Lords that no charge on the land 
was created by such advances after notice of sale, and that the original 
advance had been extinguished by the payments made by the defendant to 
the credit of his account since the date of the contract of sale. It may be 
mentioned that the mere deposit of title deeds without a memorandum 
constitutes an equitable mortgage. The disadvantage of a second charge 
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on landed property is that, by what is known as “ tacking,” the holder of a 
third mortgage may under certain circumstances join his charge to that of 
the first mortgagee, and the two together take precedence of a second 
mortgage, the holder of which finds himself in a considerably worse position 
than he anticipated. 

The second form of security to be considered is that of stocks and 
shares. This is perhaps .tlie largest class of securities with which a banker 
deals, and the debentures of a first-class company — a “ gilt-edged ” security, 
as it is called — are perhaps one of the most satisfactory a banker can possess. 
Bankers do not care to advance money on mining shares and similar specu- 
lative undertakings, nor do tliey look with favour on shares which are not 
fully paid up, and a banker usually requires a considerable margin on the 
value of the securities to cover lluctuations in the market price. 

With the exception of bearer-bonds and certain forms of scrip, which 
are transferable by mere delivery, all stocks and shares require to be trans- 
ferred into the names of the banker or his nominees before a legal title to 
them can be obtained ; such transfer must be registered with the company. 
If the transfer is not so registered, not only does the banker get no legal title, 
but his charge on the stock or shares may be postponed to a subsequent 
charge in favour of the company. Two cases are of special interest to 
bankers in tliis connection. In The Bradford Bankiwj Company, Ltd., 
V. Henry Briggs, Son, and Company, Ltd., the bank obtained from a customer 
named Easby the dejjosit of certificates of a number of shares in the 
defendant company; they wei'c not transftuTed into the bank’s name, but 
notice of the deposit was given to the defendants, who, in acknowledging 
the receipt of the notice, wrote to the bankers as follows : — “ Wo think it 
right to inform you that Mr. Kasby is indebted to us, and that under a 
, clause of our Articles of Association we have a first and permanent lien 
upon all shares held by him.” The bank, however, proved that they had 
made no fresh advance to Easby since the shares were deposited, but that, 
on the other hand, the debt of Easby to the defendants had been pa;id since 
that date, and fiesh ones contracted. Eor this reason judgment was given 
for the plaintifis, on the ground that the defendants had received notice of 
the bank’s charge on the shares, and that any subsequent advance by the 
(hifendant (iojupany only created a second charge on the shares, over which 
the charge of the bank took priority. The other case is Powell v. London 
and Provincial Bank. A man named Edwards was registered in the books 
of the Penarth Harbour Company as holder of TIOOO stock, which was in 
reality held by him in trust, althougli, in accordance with custom, no note 
of the trust was made in the company’s books. He deposited the certificate 
of this stock with the defendant bank as security for a loan, assuring them 
that he was the true owner. The deposit was made under a memorandum, 
ill which i^dwards promised to transfer the stock when called upon, in order 
to complete the bank’s title. At the same time a signed transfer, 
with blanks for tlie name of the transferee, was executed by him. 
Some years after, the bank wrote to Edwards that, unless he reduced the 
advance, the stock would be transferred. This was done, and the stock 
was afterwards sold by the bank with the consent of Edwards. He 
eventually absconded, and when new trustees were appointed in his place, 
they brought this action against the bank for the amount of the stock and 
the dividends received by the bank in reduction of their advance by 
Edwards. 

Judgment* was given for the trustees on the following grounds : — 

(1) No legal title to stock and shares can be acquired unless the stock 
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is transferred by deed executed by the transferor, and registered in the 
books of the company. 

(2) Eegistration alone without transfer gives no legal title. 

(3) The transfer executed by filling up the blanks left in the form was 
not a complete transfer, because it had not been redelivered after the blanks 
had been filled in. 

(4) The bank had not acquired a legal title to the stock, and therefore 
their equitable title was postponed to the prior equitable . title of the 
trustees. 

Bonds to bearer are negotiable instruments transferable by delivery, and 
therefore the mere deposit of them for valuable considerations is sufficient 
to give a good title to a bank, provided they are taken in good faith and 
without knowledge of any defect in the title. It is necessary to note, liow- 
ever, that if the coupons are not attached to the bond, it is not a negotiable 
instrument. 

The question as to what is knowledge or notice of defect, in the title to 
negotiable securities, received a curious solution in the case of The Earl of 
Shefield v. The London Joint-Stock Bank. The bank advanced money on the 
deposit of, among other things, bonds to bearer by a customer who was a 
money-lender, and the House of Lords held that the bank was bound to 
inquire into the title of the pledger, knowing that he was in the possession 
of securities belonging to third parties. Lord Halsbury’s opinion was as 
follows : — “ The conglusion I draw from the facts proved, is that the bank 
knew very well the system of money-lending pursued by Mozley, and 
trusted to him that he would not over-pledge, so to speak, the securities of 
his customers. ... If that be the true view of the facts, it is impossible to 
contend that the bank is entitled to the position of purchasers for value 
without notice. I think they had actual knowledge ; but if they had reason 
to think the securities might be Mozley’s own, or might belong to somebody 
else, I think they were bound to inquire.” Lord Sheffield, to whom the 
securities belonged, claimed the right to redeem them for the sum actually 
advanced on them by Mozley, and this relief was granted by the House of 
Lords. 

As to what classes of securities are to be considered negotiable instru- 
ments, since they are not defined by common or statute law, the custom of 
merchants is held by the Courts to determine the question of negotiability. 
In this connection it was held in Picker v. The London and County Banking 
Company, Ltd., that it is not sufficient to prove that foreign bonds are 
negotiable in the country in which they were issued, but that negotiability 
in this country can arise from the custom of English merchants and business 
men only. 

Another form of security for advances for a banker is a “guarantee” 
given by a third party. This, of course, is collateral security, and possesses 
the advantages of this class of security in the event of the bankruptcy of 
the borrower. A guarantee is an excellent form of security if the banker 
has thorough and trustworthy knowledge of the means of the guarantor, 
otherwise it is of uncertain value and may prove quite worthless. 

A guarantee may be drawn on a sixpenny impressed stamp, unless it 
is made under seal, when an ad valorem impressed stamp is required. 
It may be individual, or joint and several, and if made by a firm each 
X)artncr should sign separately. It should express the time till which it is 
to remain in force, or else, as is more usual among bankers, should be a 
continuing guarantee for the payment of “all money from time to time 
owing,” witli interest, commission, and other banking charges ; and should 
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then further express the notice required for the guarantor to release himself 
from liability : the usual notice is six months. 

Bankers sometimes make advances upon life insurance policies, though 
it is an unsatisfactory form of security, and no advance should be made 
exceeding the amount o£ the surrender value. 

Finally, we have to consider the advances made by bankers upon docu- 
ments of title to goods. This is a class of security which is largely in vogue 
in shipping circles, but is very seldom met with outside such circles. Under 
the Factors Act, which we shall shortly consider, bills of lading, dock 
warrants, delivery orders, and warehouse-keepers’ certificates are all con- 
sidered to be documents of title ; but, speaking strictly, the first-named is 
the only true document of title, the transfer of wdiich is equivalent to a 
delivery of the goods. 

A bill of lading is defined by Lord Blackburn as “ a writing signed on 
behalf of the owner of the ship in which goods are embarked, acknowledg- 
ing the receipt of the goods, and undertaking to deliver them at the end 
of the voyage (subject to such conditions as may be mentioned in the bill of 
lading). 

As long as goods are at sea, or are held by the master of the ship under 
lien for unpaid freight, a bill of lading is tlie symbol of the goods them- 
selves, and the endorsement of a bill of lading to another person transfers 
the property of the goods and the right to sue on them. It would appear, 
therefore, that bills of lading are negotiable instruments, since they are 
transferable by endorsement and delivery, and confer the rights above 
mentioned. But the holder of a bill of lading cannot, except under certain 
circiunstances, pass to an endorsee a better title to the goods than he himself 
possesses : he only transfers tlie right to obtain possession of the goods, 
but does not necessarily transfer a good title. For this reason a bill of 
lading is called a (piasi-negotiable instrument. It is a general and almost 
universal custom to draw bills of lading in sets of two or three, and a 
banker should take care to obtain possession of all the parts of a set before 
making an advance upon it, otherwise he may find himself" fraudulently 
deprived of his right to obtain possession. It was settled in Meyerstein v. 
Barler that when two or more parts of a set are negotiated to different 
holders, the title of the transferee who is first in point of time prevails over 
that of a subsecpient transferee ; but a master or warehouseman is justified 
in delivering the goods to the holder who first presents one of a set. It 
would appear from these facts that a bill of lading is a poor form of 
security for a banker, because his title to the goods depends upon that of 
the transferor ; but he is protected to a great extent by the provisions of 
the Factors Act. A great deal of the business connected with the shipping 
of goods and consigning them for sale is done through “mercantile agents” 
or “ factors,” and as there are necessarily many opportunities for fraud, and 
few means of recognising the true owner of such goods, the Factors Act 
steps in to prot-ect those who have dealings with such agents. “ Where a 
mercantile agent is, with the consent of the owner, in possession of goods or 
of the documents of title to goods, any sale, pledge, or other disposition of 
the goods, made by him when acting in the ordinary course of business of a 
mercantile agent, shall, subject to the provisions of this Act, be as valid as 
if he were ex])ressly authorised l)y the owner of the goods to make the same; 
provided that the person taking under the disposition acts in good faith, 
and has not at the time of the disposition notice that the person making 
the disposition has not authority to make the same ” (Factors Act 1889, 
clause 2). Under the provisions of this Act, not only bills of lading but 
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clock warrants and delivery orders are documents of title, and the pledge of 
such documents is deemed to be a pledge of the goods. A dock warrant is 
a document issued by a dock-keeper, stating that certain goods are held by 
him deliverable to a pei-son named. A delivery order is an order issued by the 
owner of goods to a dock-keeper, recpiesting him to deliver the goods to a 
person named. The unpaid vendor of goods has the right of stopping the 
goods “ in transitu/’ in case the buyer becomes bankrupt before obtaining 
possession of the goods ; but if the documents of title to the goods have 
come into the hands of a third party, who took them for valuable considera- 
tion and without notice, this right of stoppage is defeated. If, then, a 
banker advances money on documents of title to customers whom he knows 
to be brokers or factors, he is in most cases protected from the results of 
any. defect in the pledgor’s title. It is necessary to state, however, that 
the master of a ship undertakes no responsibility as to the contents or 
quality of the goods he ships, and merely acknowledges the receipt . of so 
many packages. The banker advancing on bills of lading is therefore 
somewhat at the mercy of the shipper. 

A banker often advances money on bills of lading by buying bills of 
exchange drawn on the consignee with the bills of lading attached. The 
bill is of course not accepted at the time the banker takes it, but the bill of 
lading is security for the payment of the l)ill of exchange, and the former 
is not delivered to the consignee until the latter is paid or at least accepted, 
according to instructions. 

The OiUlook . — Before closing, we must glance at the present condition 
of banking and the outlook before us. Perhaps the most striking feature 
of recent l)anking is the fact that for thirty-four years we have had no 
panic and no failure among the larger banks. Onci reason for this may be 
that until the last few years prices have been, generally speaking, on the 
downward grade, and speculation has l)een wanting. Speculative trade 
and the over-inflation of credit are the primary causes of commercial and 
banking crises ; prices are artificially raised, and a semblance of unusual 
prosperity lulls people into security, until the bubble suddenly ljursts, and 
in the reaction a general loss of confidence threatens danger to the founda- 
tions of our financial system. Experience has taught our larger commercial 
firms to work on a more secure basis than formerly; they are l)etter 
capitalized, keep larger reserve funds, and conduct their business on more 
cautious lines. Speculation has certainly at times been rampant, as witness 
the South Africfin boom in the early ’nineties, but the speculation has been 
open and recognised as such, and has been confined to certain limited 
classes. Another reason for our continued safety is to be found in the 
better administration of our banks. There has been a strong tendency 
towards the evolution of a more powerful class of bank, with nioni capital 
and a better reserve fund than their predecessors; all joint-stock banks 
and most private banks issue balance sheets, and the increased j)ublicity 
tends to a steadier l)usiness tone. But yet our utter dependence on the 
Bank of England is unsatisfactory. The bank still holds the premier 
position by virtue of its reputation, its position as the Government banker, 
and as the holder of the reserve; but as regards the volume of business 
done it is outclassed by several of tlie leading joint-stock banks, and yet 
these powerful rivals of the bank are dependent upon it for all supplies of 
gold beyond what suffices for times of commercial peace. Yet when we 
look at the recent tendency of modern banking we wonder if there is any 
chance of reform in this direction. Branch banks are springing up almost 
in every street in London, competition is almost as acute in the country. 
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and tfie expenses of management seem to be increasing at a quicker rate 
than earnings. Under these circumstances the pro8})ect of the leading 
joint-stock banks voluntarily saddling themselves with the incubus of 
keeping a cash reserve does not seem attractive. London bankers now keep 
their reserve cash either at the Bank of England or on short loan — that is, 
money lent on call or repayable on short notice to stock and bill brokers. 
The money lent to the Bank of England is a liability of the bank to that 
extent to pay gold when called upon, and if the London bankers withdrew 
tlieir deposits in gold it would drain the bank of almost the whole of its 
reserve bullion. Moreover, it is calculated that from thirty to forty 
millions sterling of English bills are held by foreigners abroad, and these 
all incur liability to pay gold. If at a time when the bank reserve was low 
a large proportion of these bills had to be liquidated in gold, we can easily 
see that the result might be extremely disastrous, as the reserve of the 
bank does not exceed on the average twenty millions. 

It is at first sight a matter of surprise that London is the great market 
for gold for the whole world, and yet her reserve of gold is considerably 
less than that of France, liussia, or Germany. This fact is explained, 
however, when we consider that London is the one free market for gold, 
and that no hindrances are placed on the export of gold. Consequently it 
is difficult to restrain a foreign drain. The only method of inviting gold 
is to raise the rate of discount, a rate which is only in part controlled by 
the Bank of England. The consequence, however, of raising the rate is to 
limit credit in England, and to hinder productive enterprise, so that it is 
a power which needs delicate handling. The fact that the London bankers 
keep their balances with the Bank of England enables the latter to use 
these in tlie creation of credit, by which the liability to pay gold is also 
increased. If these reserves were kept in the bankers’ own cellars, not 
only would there be a reserve in London which would enable the banks to 
meet all ordinary demands independently of the Bank of England, but the 
lial)ility of the Bank of England would be so much less, and she would be 
in a better position for meeting the foreign demands. Of course we should 
have to pay for this by the loss accruing from the idleness of capital repre- 
sented by the reserves of the banks, but if it is true that we are sailing 
too close to the wind, and that our position is not secure enough, tliis is 
unavoidable. 

It has often been suggested that we should provide an ultimate reserve 
for use in the emergency of a panic by following the example of Germany 
in dealing with her note issue. 

Every note issued by the Bank of England beyond the £17,750,000 
issued on securities has to be secured by the deposit of gold to a like 
amount in the issue department. In Germany the bank is allowed to 
break this rule and issue without the deposit of gold on payment of a tine 
of five per cent, and this power is frequently used, the lines in the year 1898 
amounting to £96,370. If adopted in England this w^ould set free a fund 
amounting on the average to nearly ten millions for use on emergency, but 
it would not strengthen our position in ordinary times. It would only 
prevent what happened in 1847, 1857, and 1866, when the Bank Act had 
to be suspended and recourse had to an Act of Indemnity. 

Of course it would be a matter of time for our joint-stock banks to 
collect cash reserves of their own ; any attempt to provide them hurriedly 
would utterly derange the money market, but it would be rendered easier 
by the greater unanimity which would prevail between the interests of the 
Bank of England and the other banks. Formerly the market rate of 
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discount was controlled by the Jlaiik ot* England rate, but such is by no 
means the case now. The bank is ovei-shadowed at times by her larger 
rivals, and the bank rate is forced down by the latter below the point 
winch the bank considers necessary or safe, because the joint-stock banks 
are more concerned in getting their spare cash on to the market than in 
protecting the ]:>ank of England reserve. If all shared the liability of 
keeping a reserve, there would be a commimily of interest and a general 
combination to take such measures as are necessary for safety. Sucli com- 
bination occurs now only in the face of immediate danger, as in the joint 
guarantee of Barings by the clearing bankers in 1890, but it takes time to 
materially increase our stock of gold, and such combination is, under 
present circumstances, too late for security. We want a greater community 
of interest and sharing of respousihility in times of commercial peace. 

For those who wish to pursue the study of banking at greater length the 
following works are suggested : 

History and Theory of Banking : GrLRKUT’s Principh’s, and Practict'. of Banhiia/. 

PMited by A. S. Michie. — IL D. Maclkou’s Thcorif and Practbe of Hanking. — AV. UAtiKliOT’s 
Lombard Street.~~Q. M. CoLiaNs. The Law and Practice of Hanking in Ireland.- KwYm^w 
Crump. The English Manual of Banking. — John Don. British Banking Ht(ttistic3.—-'T. 
Hankey. Principles of Banking. — AV. 8. Ji-vvoNs. Moneg and the Meehan is7n of Exchange . — 
A. AV. Kerr. History of Banking in Scotland . — H. II. Inolis nAi.miAVE. Dictionary of 
Political Economy. 

The following Parliamentary Papers can also be consulted with advantage ’.-^Report 
of the Select Committee appointed to inquire into the high pn'ice of Bullion, ISIO. Beport of 
the Select Committee appointed to inquire into the irnewing of the Bank Charter Bet 1SS2. 
Report of Select Committee on Hanks of Issue, iS/fO. Report from Select Comm ittee on the opera- 
tion of the Bank Acts of IS and 1S//5. Report of Select CommiUee on Banks of Issue, JS75. 

The Practice of Modern Banking: Journal of the Institute of Bankers.- Questions on 
Banking Practiee (published for the Institute of Baidvors).— Decisions affecting Bankers 
(edited by Sir John Paget). — T. 11 Moxon's Practical Banking . — J. Hi: iciiisoN. The Praetke. 
of Banking. 


Eiinest Sykes 
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Banking in the United States 

Historical. — Tlie early history of banking in the United States is not 
very pleasant reading. Indeed, if we go hack to colonial times, wo find 
that the greatest stunihling-block to the best intentioned government was 
tliat of the currency. From the lirst issue of paper money by the colony 
of Massachusetts in 1690, a batch of bills to pay the army just returned 
from a fruitless expedition against (.Vinada, nearly ex'ory cohmial governor was 
at variance witli his legislature concerning paper money. Indeed, it a[)pears 
that intolerance of restraint from the mother country on this subject was a 
very sore point with the colonists, although as one of the causes whicli 
finally led to separation it has received scant recognition from our own 
historians, l)ut has bcicn duly appreciatcul by those of America. 

Of the earlier Ijanks there are three which still occupy prominent 
positions, viz. the Bank of North Amerk'-a, founded at Philadelphia in 1782 ; 
the Bank of Massacliusetts, founded at Boston 1784; and the P)ank of 
New York, founded in the same year in the city of that name. Tlieir 
charters do not mention anything about the issue of notes, as the right of 
issue in those days needed no authorisation. 

The first “Bank of the United States’’ was chartered in 1791 for a. 
term of twenty years, witli a capital of .^10, 000, 000. Tt had a successful 
career, during which it rendered good service alike to the Government and 
the currency, but finally it fell a victim to its enemies, mostly politicians, 
and a renewal of its charter in 1811 was refused. The l)ank thereupon 
went into liquidation, paying its shareholders about .^430 for each .^400 
share. 

I’o fill the void loft by the Hank of the United States a large number 
of State banks immediately sprang up, but in the dark days of 1814 nearly 
all suspended payment. The war having come to an end, the question of 
a second Bank of the United States was brought forward, and aft(ir miKih 
opposition was chartered in 1816 for a term of twenty years, with a capital 
of 835,000,000. Almost immediately it fell into difficulties through lending 
largely on the security of its own shares, a banking practice which is 
generally condemned, for if the debtors default it is plain that the bank’s 
ca] )ital is gone. 

. By good management, however, the second Bank of the United States 
relieved its position, but nevertheless at the expiry of its charter it was 
^^ot <riFited a renewal, and tluae is now no VBank of tlui United States.” 

ft rfr? 4 Bially sold its branches which it could no longer legally retain, 
and in^FciU^^^y 1836 started on a new career as the United States Bank 
of Pennsylviif^^'b having l)een granted a charter for thirty years by the 
Icfdslature of State. The commercial disasters which fell upon the 
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country during the next few years caused the bank, among hundreds^f a 
others, to suspend in 1837, again in 1838, and finally to close its doors in 
1841. The creditors were ydid in full, both principal and interest, after 
many years of liquidation, but the shareholders lost all. Nicholas Biddle, 
the famous xjresident of the bank died, poor, discredited, and broken- 
hearted in 1844. Without doubt Biddle was the most remarkable man of 
his time. At the height of his career his bank parlour might have been 
taken for the salon of a potentate, as indeed he was of the banking world 
of America. Men ran after him, fawned upon him, until it became quite 
an open question whether he or the President of the United States was 
the greater man. 

Mr. Horace White says in Money and Banhhig, 1896 : — “ If it (the Bank) 
had gone into peaceful liquidation (1836), like its predecessors, its share- 
holders would have blessed instead of cursing it, its friends would liave been 
justified, and its enemies confounded. Nicholas Biddle would have X)assed 
a serene old agt3, and would have been considered by posterity the nation’s 
greatest banker. If the bank had curtailed its capital to the amount that 
could be profitably used in its new sphere and in thti clianged conditions 
which were coming, and had paid the excess back to its shareholders while 
it could, it might be living to-day alongside the Bank of North America 
and the Girard Bank, its elders and its neighbours. Pride would not 
allow this giant among banks to reduce its size to correspond with its new 
place and belongings. Mr. Biddle, after filling so large a space in the 
world, could not shrink to his xu’oper dimensions.” 

“ The heterogeneous state of tlie currency in the fiftitjs can be best 
learned from the numerous bank note ' rex)orters ’ and ' counterfeit detec- 
tors ’ of that xieriod. It was the aim of these publications to give early 
and correct information to enable the j)ublic to detect spurious and worth- 
less bank notes, which wore of various kinds. Disputes between payer 
and x)ayee as to the goodness of bank notes were of frequent occurrence at 
that time, ranging ov(3r the whole gamut — wdiether the issuing bank was 
sound or unsound, whether the note was genuine or counterfeit, and if sound 
and genuine whether the discount (dexnociation of the note) was Within 
reason.ible limits. 

“ All merchants kept Bank Note Beporters for ready reference. These 
manifold evils were chiefly due to want of uniformity and of public;regulation. 
Want of uniformity oi)cned the door to the 5400 counterfeit and spurious 
notes catalogued at one time. When the national banking law went into 
full effect the Bank Note Beporters ceased xmblication. There was no longer 
a demand for them, because the evils which they were intended to guard 
against had for the most jiart disap j)eared.” 

Modern Banking. — ^According to the returns for 1902, the banking 
system of the United States is composed of 417 Loan and Trust Com- 
panies, 1039 Private Banks, 1036 Savings Banks, 5397 State Banks, and 
4601 National Banks. 

The Loan aiui Trust Companies are the ^uoduct of the modern specu- 
lative spirit, and like the various syndicates which have grown uj), are 
prepared on terms to undertake finance from which a city banker would 
stand aghast. These trusts are a source of great uneasiness to the New" 
York banking world. 

The Brivate Banks, as their title indicates, are ordinary private part- 
nershix>s formed for practising the usual legitimate functions of ordinary 
banking ; they are mostly small institutions. 

The Barings Banks have been established for a great many years, and 
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.apy a much more prominent position, and perform much more valuable 
services than the savings banks of the United Kingdom. Their object is 
to encourage thrift among and to help the poorer classes. The very smallest 
sums are received; some banks even accept deposits of 10 cents, others 
fix the minimum at $1. Interest begins to accrue at $5, and with 
between four and five millions of depositors, it will be readily understood 
that the total deposits are very large, amounting in fact to $2,650,000,000, 
the figures for State Banks at the same date being $1,698,000,000. 
The Savings Banks lend money to State governments and municipal 
corporations. 

The banks of different States are, of course, subject to different regula- 
tions. The following particulars apply to the Savings Banks of the State of 
New York. 

(a) Any thirteen or more persons may organise a bank. There is of 
course no share capital. The depositors are the shareholders, and their 
deposits form the capital ; the profits therefore belong to tliem. 

(h) The bank is governed by a board of trustees, who must meet at 
least once a month, and are not permitted to receive salarkis, but those 
trustees who may be appointed otlicers, and tlierefore compelled to render 
regular attendance and service, may bo remunerated accordingly, but are 
not allowed to vote. 

(c) Investments are permitted in municipal and State bonds, and in 
real property to the extent of 65 per cent of the deposits. Not more thiin 
10 per cent of the deposits may be kept uninvested. 

(d) The trustees are prohibited from lending on notes, bills, or other 
personal security. 

(e) Tlie issue of deposit securities payable on demand is prohibited. 
Euns are thereby guarded against. 

(/) The rate of interest allowed must not exceed 5 per cent. 

(f/) At least half-yearly reports must be rendered to the State authori- 
ties, and if two consecutive half-yearly reports be omitted tlie bank forfeits 
its charter and is wound up. 

In some places the Savings Bank is conducted under the same roof 
and nianageinent as the State Bank or the National Bank, but for this 
arrangemont there would be no Sayings Bank in the town, and the inhabit- 
ants would not be able to enjoy the facilities and benefits olfercd by thi^se 
institutions. 

As stores of capital the Savings Banks are a great social force; public 
improvements are effected, and public needs satisfied without calling upon 
the ordinary banking capital of the nation. 

The safety of the banks attracts a class of persons for whom they were 
not primarily intended, who frequently deposit large sums. 

The State Banks are the oldest banks. They are not Government 
institutions, as their name might suggest, but simply - banks which are 
organised under the special banking laws of the individual State in which 
they may be domiciled. These laws differ considerably in different parts 
of the Union, thus — 

Four States require no reports from banks organised under their laws. 

Six States require one report annually. 

Thirty States require reports to be published in the local press. 

Fourteen States prohibit note issues; several have no law upon the 
subject. 

Twelve States make no provision for inspection by State officials. 

Seven States have no restrictions on bank loans. 
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Twenty-four States lay down no requirements for the provision of a 
cash reserve. 

Most of these banks are small, having a capital of $50,000 or less, but 
they supply a real want in the smaller towns. State legislation cannot 
compare with the national system as regards a sound and intelligent 
appreciation of the great principles involved in safe banking. 

The National Banks were called into existence by ttie Act of 1863 
on account of the exigencies of the Civil War. The majority of the State- 
Banks were established upon very insecure foundations, and such was the 
distrust engendered by them that great opx)osition began to be manifested 
to the existence of any banks of issue at all. In order to carry on the 
war it was necessary to find a market for United States bonds. Specie 
payments had already been suspended, and large issues of legal tender 
notes (sometimes called United States notes and “ greenbacks”) were made. 
These issues were regarded as a temporary, but unavoidable measur(>, and 
the establishment of the national baid<ing system was intended to be the 
agency by whicli the sole paper issue of the nation w^as to be regulated in 
future. The National Bank note was designed to take tlie place of the 
greenback as soon as the latter should be paid, and aii early return to 
specie payments was confidently looked forward to. But, according to 
Mr. John Jay Knox, late Comptroller of the Currency, History of Baiihing 
in the United States, “ the National Bank note never was substituted for 
the legal tender note, and great as has been the benefit confiirred on the 
country by national banks, tliis benefit is not that which was intended. 
The legal tender note has risen up and strangled the National Bank note 
at every turn, has prevented the development of the system, and has, by 
encouraging tlie issue of other forma of Government paper, left no field for 
ail elastic bank currency. The triumph of the legal tender note might, 
however, have been expected. It is only another instance of the Gresham 
law, the worse currency driving out the better.” 

The original Act of 1863 has been amended from time to time, the 
latest changes lieiiig those made by the Currency Act of 1900. IJie following 
may bo taken as the substance of the regulations which govern the national 
system at the present time. 

1. The Comptroller of the Currency is the officer who presides over that 
branch of the Treasury which has charge of all matters concerning 
National Banks. 

2. Any five or more persons may form an association for the purpose 
of carrying on the business of a bank; but tlie Comptroller, of the Cur- 
rency must grant his certificate (equivalent to a charter) before business 
liau l>e commenced. The certificate runs for twenty years, and may then 
1)0 renewed for twenty years. The Compti’oller may refuse his certificate 
without assigning any reason. 

3. If the population of a town does not exceed 3000 a bank may be 
opened with a capital of not less than $25,000. If the population is 
between 3000 and 6000, the capital must not be less than $50,000. If the 
population numbers between 6000 and 50,000, the capital must be at least 
$100,000. If the population exceeds 50,000, the capital must not be less 
than $200,000. One-half of the capital must be paid up before the doors of 
the bank can lie opened, and the remainder must be paid in not less than 
monthly instalments of 10 t)er cent. 

4. Banks may not lend on real estate (State banks may,) but they may 
secure previous hona fide loans by taking mortgages on real estate. 

The reason for this regulation is that real property is not a good 
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banking security. A noted authority has said that anybody might conduci 
a bank if he would only learn the difterence between a mortgage and a bil 
of exchange. First class bills are the banker’s security par excellence. 

5. Banks are limited to the following functions ; the discounting o: 
promissory notes, bills, drafts, and other evidences of debt; receiving 
deposits ; dealing in exchange, coin, and bullion ; lending on persona, 
security, and the issue of bank notes. 

6. After fully paying up their shares shareholders are liable for tin 
debts of the bank to a further eciual amount. No bank is permitted tc 
establish branches. 

7. The Secretary of the Treasury may deposit public money in a bant 
if the bank gives satisfactory security by the deposit of United States bonds 
“and otherwise.” Tlie last two words are important. United States 
bonds may not be available, then good municipal bonds may be substituted^ 
and failing these the personal bonds of the officers of the bank. The 
Secretary of the Treasury may thus exercise a very wide discretion in case 
of need. The most important regulations of the whole system now follow : 
they are tlie source of all the troubles of the United States commercial 
world with respect to the scarcity of money which is acutely felt at 
regularly recurring ])eriods. 

8. Banks having a capital exceeding $150,000 must deposit in the 
United States Treasury registered interest bearing bonds to an amount not 
less than $50,000. 

Banks having a less capital than $150,000 must deposit bonds equal tc 
25 per cent of their capital. Each bank may then receive circulating notes 
known as National Bank notes to the amount of the market value of the 
bonds deposited, but the market value must not exceed the par value. At 
present the bonds are at a high premium, therefore the ainoiiiit of notes in 
circulation is in all cases governed by the face value of the bonds. Of 
course the banks collect the interest on the bouds which remain their own 
property although in the possession of the Government. 

The notes when received are in blank, merely certifying the fact that 
the security for them is in the hands of the Treasury ; when signed by the 
officers of the Ijaiik they become promises to pay on demand, and may then 
be issued to the public. 

Banks are not compelled to issue notes, and many of them do not, 
although tli(*y are compelled to deposit a portion of their capital with the 
Treasury. 

There is a tax of one-half i^er cent upon the circulation of National 
Banks, and of 10 per cent upon the circulation of State and Private Banks. 
This, as was intended, has etfectually extinguished the issue of notes of all 
institutions other than the National Banks. Notes for less than .$5 may 
not he issued, and not more than one-third of those issued may be of $5. 
The total amount issued by any bank cannot exceed the paid-up capital. 

The notes are receivable at par for all dues to the United States except 
duties on imports, and are payable for all d(;bts owing by the Government 
within the United States, except interest on the public debt and in redemp- 
tion of the national currency. Every bank must receive the notes of every 
other bank at par in payment of any debt due to itself ; but they are not 
“ legal tender ” as between individuals. 

9. bank must deposit with the Treasury of the 
United States “lawful money” (specie, or legal tender notes — greenbacks) 
to the amount of 5 ])er emit of its circulation as a fund for redeeming the 
same, but this does not cancel the obligation of paying on demand across 
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the counter. In case of default by any bank the Comptroller must declare 
the security forfeit, and give notice to note-liolders to present their notes at 
the Treasury for payment in lawful money of the United States. Any gain 
from lost or destroyed notes goes to the Government. 

Thus the Government guarantees the note-holder because it is itself a 
debtor of the bank. It promises to pay the note-holder who is a creditor 
of the bank instead of the bank itself. In practice the note is as good after 
the bank has failed as before, and continues on its course until it finds its 
way to the redemption bureau. 

10. One-tenth of the net profits of a bank must be carried to the surplus 
fund until it is equal to 20 per cent of the capital. Banks must not lend 
more than bno-tentli of their capital to any one person or corporation, nor 
may tliey lend upon security of their own shares. National Banks may 
not certify a cheque for a customer for more than stands to his credit at 
the time. (State Banks may over-certify.) Each bank must report to the 
Comptroller not less than five times a year in addition to special reports 
which may be called for at any time. The (.Comptroller is empowered to 
appoint examiners to make a thorough examination into the affairs of any 
bank. 

11. Reserves . — We may consider the National lianks as being situated 
in towns or cities of three descriptions, viz. : — 

{a) Ordinary towns or cities. 

(5) Eesi‘rve cities, viz. Boston, Albany, New York, Brooklyn, Phila- 
delphia, Pittsburg, Baltimore, Washington, New Orleans, Louisville, 
Cincinnati, Cleveland, Detroit, Indianapolis, (Jliicago, Milwaukee, St. Paul, 
Minneapolis, St. Louis, Kansas City, St. Joseph, Omaha, San Francisco, 
Savannah, Houston, Des Moines, Lincoln, and Portland. Any city of 
50,000 inhabitants can be made a reserve city, upon application by three- 
fourths of the National Banks established therein. 

(c) Central reserve cities, viz. New York, Chicago, and St. Louis. A 
city of 200,000 inhabitants may be made a central reserve city upon 
application by three-fourths of the National Banks established therein. 

National Banks situated in ordinary towns (a) must keep a reserve 
equal to 15 per cent of their deposits. Banks situated in reserve cities (/>) 
and must keep a reserve equal to 25 per cent of their deposits. The 
reserve must in every case be '‘lawful money” of the United States, in 
other words, specie or legal tender notes — greenbacks. Clearing House 
certificates representing lawful money, and the cash reserve of 5 per cent, 
which every bank must deposit with the Treasury for. redemption of 
circulation, may be also counted as part of the reserve against deposits. A 
bank in a reserve city may keep one-half of its reserve in the form of cash 
deposits in approved banks in a central reserve city. Similarly a bank 
outside the reserve cities may keep three-fifths of its reserve on deposit in 
certain approved banks in those cities. 

It is a long-standing practice of these “ reserve ” banks to invite deposits 
from country ))auks by offering interest thereon. It can be well understood 
that this opportunity of converting a profitless reserve into an interest 
bearing item, which still counts as a reserve, is eagerly accepted. Thus 
there is a constant transfer of funds chiefly to New Y^'ork, the ])anking 
metropolis of the country. The Bank of England holds the reserves of all 
the banks in the United Kingdom, and the “ Associated Banks of New^ 
York ” evidently occupy a similar position towards all the other banks of 
the Union as the chief depository of their reserves, the advantages and 
disadvantages of concentration being the same in both cases. 
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‘Certain penalties are provided for the breach of reserve regulations ; 
thus, when the reserve of any bank falls below its legal limit it must be 
made good within 30 days, or a receiver may be appointed to wind up the 
affairs of the bank, but the Comptroller always uses this power with the 
greatest moderation. Again, until the reserve is restored the bank may 
not increase its liabilities by granting any new loans or discounts, except 
by the purchase of sight bills, nor may it declare any dividend. Here we 
have a hard an^ fast line which may not be passed, admirably calculated to 
increase any panic that may arise when money is gradually getting 
“ tighter ” on account of the surplus reserve gradually dwindling down to 
tlie statutory limit, and “ ho more loans becomes the order of the day. 

12. Cornhined Benerves . — In the management of every bank reserve 
there is a variety of conhictiiig interests. To avoid keeping idle cash 
investments in securities must be made, but the reserve must also be strong 
enougli to inspire confidence in the pmblic. On the approach of a time of 
trouble self-preservation prompts a contraction of loans and refusal of 
discounts, when everybody agrees that a liberal increase of accommodation 
is the best means calculated to allay the threatened danger. In the case of 
a single l)ank of vastly preponderating influence, as the Bank of England 
for example, a panic is much more easily controlled than in the case where 
there are several banks of equal influence standing side by side. Tlie great 
difliculty is to get all to act together for tlie common good. There is 
always tlie contingency to be reckoned with that the timid ones will pursue 
a selfish course by riiducing loans and increasing reserves, and leaving 
others to bear the heat and burden of satisfying public demands. 

During the panic of November 1860 in New York the banks of that 
city invented and carried to a successful issue a plan of much merit. It 
has been tested several times since, and by other cities, with equal suci^ess, 
although it failed in Septemlier 1873 principally through tardy action. In 
order to secure unity of action the Clearing House Association was made 
the agent for carrying out the idea. The banks were already united through 
this institution, and no bank would willingly allow itself to be excluded 
from it. Accordingly the banks agreed that, in order to grant the usual 
accommodation to the public, the specie reserves held by them should be 
formed into a common fund, and if necessary should be equalised among 
the banks by levies made upon the stronger for the benefit of the weaker. 
For settling purposes a committee was appointed with power to issue 
certificates of deposit to any bank placing with tliem satisfactory security 
in the shape of stocks, bonds, or bills ; and these certificates were to be 
received in payment by creditor banks. The effect of this arrangement was 
that if any bank experienced a disproportionate demand for specie it was 
supported by the whole of the central fund, while its debts to other banks 
could be discliargiHl by pledging its securities. No bank had now any 
interest in accumulating and hoarding specie, since it woidd be held at the 
disposal of all as occasion required. The scheme is nothing more than a 
vast consolidation for mutual defence and support, and is usually called into 
operation when accepted by three-fourths of the banks in the association. 
In December 1895 when the Venezuela boundary affair caused a serious 
outflow of gold to Europe, arrangements were made in New York, Boston, 
and riiiladelphia for the issue of Clearing House certificates if necessity 
arose. 

The Silver Question. — The silver dollar as a legal tender coin was 
abolished by Act of Congress in 1873 after due discussion and deliberation. 
The production of silver in the United States has increased very much since 
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that date, but with the adoption of a gold standard by all the leading 
nations in recent years the market for the white metal has become 
correspondingly restricted. The silver party in the United States 
accordingly grew very clamorous for the reinstatement of the silver dollar 
— the dollar of the fathers ’’ — on equal terms with the gold dollar. The 
Congress of 1876 was elected to carry out this idea, and the result was seen 
in the Bland-Allison Bill of 1878. This measure directed the Government 
to purchase not less than $2,000,000, nor more than $4,000,OOQ worth of 
silver bullion monthly, and coin it into silver dollars of full legal tender. 
.No less than $378,166,793 were coined, of winch about $r)7;000,OOQ entered 
into circulation, the remainder being deposited in the Treasury by their 
owners, who received Silver Certificates ” for them (redcjemable in silvi r) 
receivable for all public dues, but not legal tender. In 1886, 1890, and 
1892 it was attempted to establish the “free coinage” of silver, but un- 
successfully. Stimulated by these public purchases the production of silver 
went on increasing until the output amounted to about million ounces 
monthly. The owners of silver mines and their friends were not slow to 
see the advantages that would accrue to them if the Government could be 
induced to take the whole quantity off their hands regularly. The Sherman 
Act of 1890 was passed, and the Government became the purcha.ser of 

million ounces of silver bullion monthly. Silver dollars which nobody 
wanted were to, be coined at the rate of 2,000,000 ounces monthly until 
July 1891' when it was provided that coinage should cease and the bullion 
be stored in the Treasury. It was ordered that the metal purchased under 
this Act was to be paid for with Treasury notes which were to be redeemed 
on demand either in silver or gold coin at the discretion of the Secretary of 
the Treasury, the object being to maintain parity between the silver and 
the gold dollar, really for tlie first time in American history. Idie Treasury 
notes were declared to be legal tender in payment of all debts, public or 
private, except where otherwise expressly stipulated in the contract. On 
the closure of the Indian Mint to silver in 1893 the Sherman Act was 
immediately repealed, but not till 168,000,000 ounces of superlluous silver 
had been purchased. 

United States CuKiiENcy.— This is of a very diverse character and 
consists of — 

1. Gold Dollars . — The Act of 14th March 1900 says, “ The dollar of 
25-8 grains of gold fine shall be the standard unit of value, and all forms 
of money issued or coined by the United States sliall be maintained at a 
parity of value witli this standard.” The sovereign contains 123*27447 
grains of gold 1 1 fine. The Mint par between the United States and the 
United Kingdom is thus £1 = $4*86 ft or $1 = 49/^ pence. 

2. Silv^ Dollars. — The silver dollar contains 4121 grains of silver -fV) 
fiiKi, and with silver at two shillings per ounce is worth about Is. 8d. They 
are legal tender to any amount. 

3. Gold Certificates .— by the Treasury against deposits of gold 
coin. They are mostly of large denominations, none under $20, and are 
chiefly used by bankers. 

4. Silver Certificates . — Issued against deposits of silver coin uiukjr the 
Act of 1878, and redeemable in silver dollars. In order to encourage their 
use they are now issued for sums of .,,40 and under. They are receivable 
for all public dues, but are not legal tender. 

5. Treasury Notes . — Issued in payment of the silver purchases under 
the Sherman Act of 1890. They are legal tender for all debts, both public 
and private, except where otherwise agreed upon. Thev are redppmoi*^^ 
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gold or silver, but practically the Government binds itself to pay gold if 
required. 

6. United States Xotes, or Legal Tender Notes, or GreenhachsT — Issued 
by the Treasury in 1862-63. Their amount is limited to $346,681,016. 
They are secured by a special gold reserve of $150,000,000, and are legal 
tender to any amount. Like the Bank of England note, tlioy are re- 
deemable in gold on demand at the Treasury, or any sub-treasury of the 
United States. 

7. National Jjanh Notes . — Issued by the National Banks, and secured 
by a deposit of United States bonds with the Treasury. Tliey are 
redeemable at the various banks in either greenbacks or gold, therefore 
althougli they have never been legal tender as between individuals they 
arc as good as gold. 

Although the various classes of currency enumerated above have been 
issued under more or less varied conditions and limitations, they are all as 
good as gold ill tlie United States, l)ut the l)anking student will bear in 
mind that for intern a tioual purposes silver dollars end their paper repre- 
sentatives are useless ; gold is the only standard. 

Modern Condi'iions. — The commercial history of the United States 
shows that from the earliest colonial times, when wampum beads and 
tobacco certificates were “ lawful money,’' down to the present moment 
there has been one continuous struggle for a sulllcient and self-ingulating 
currency, and the struggle must under presiuit conditions go on. The 
American people have always shown a decided jmderence for paper money. 
The issue of greenbacks is strictly limited and cannot bo increased, 
therefore it is to the National Banks and the National Bank note that the 
commercial world must turn for reli(if. National Bank notes can only lx? 
obtained by depositing United States bonds, represtmtiug the national 
debt, and if the price of these bonds stands at a high premium, it is 
difficult to sec the advantage of depositing a $140 bond in order to be 
allowed to circulate $100 in notes. The Currency Act of 1900 sought to 
rectify this incongruity, and provided that cerhiiii outstanding bonds, all 
redeemable before 1909, might be converted into 2 per cents which should 
not be redeemable for thirty years. Other steps were also taken, n.nd the 
circulation of National notes was raised considerably, amounting to a total 
of over $324,000,000 at the end v»f 1902. On account of the low interest, 
together with the tax of om!-half per cent, it is not surprising that l)ankH 
are not particularly anxious to keiq) up a large circulation. Again, 
the demand for notes varies with the condition of trade. But if a 
Ixink takes out extra circulation in the busy portion of the year, when 
money is in reqia^st, it cannot retire its surplus at will when the dull 
season comes. The law provid<:;s that only an aggregate of $3,000,000 may 
be retired inoiithly, this being effected by depositing lawful money to an 
equal amount in tla^ Treasury. In times of groat prosperity, when 
currency is urgently needed, Ixmds are often iin|)urchasal)le. Eitlier tlie 
price is prohibitive or tiny are sim]dy mjt to be (jbtained. The hulk of 
United States Ixmds is held by insurance coinpankis, trust companies, 
State banks, trustecis, and private persons, whf) have made permainint 
investments therein and do not wish to realise. Thus the currency is 
rendered decidedly inelastic. During the stringency of the autumn of 
1902 the Secretary of the Treasmy actually circularised the principal 
New York banks to get them to take out more circulation. Bonds were 
even begged and })orrowed for dex>osit with the Treasury, and l)onds of 
first-class municipalities were likewise accex:>ted (with a good margin), so 
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necessary had it become to do sometliing for the relief of the money 
market. 

The United States Government does not keep a banker, but all taxes 
and duties are paid into the Treasury direct, and there they remain, as 
useless to the commercial world as if they had been sunk at the bottom of 
the sea. While on their way the Secretary has power to deposit them in 
certain banks, but once the money actually reaches the Treasury it is a 
most difficult matter to get it out. The Secretary has then no power to 
grant loans or transfer funds to a bank. Customs duties on imxxjrts are 
paya})le in legal tender, and must be paid into the Treasury or various 
sub-treasuries direct. It can well be imagmed what an amount of cash is 
thus withdrawn from the market by the port of New York alone. In tlie 
first quarter of 1900 no less than 84*5 per cent were paid in gold. In the 
case of our own fiscal system the taxes stream into the Bank of England 
for the Government account, and are returned into the channels of trade in 
an equally brisk stream. This can be done because the Bank of England 
is the Government banker, and your banker will do just as he pleases with 
your money once it is deposited with him. The only methods by which 
money can be got out of the United States Treasury are as follows : — 

1. By defraying ordinary exj)enditure. 

2. By prep, ‘jy men t of interest on bonds, at a rebate. 

3. By purchasing bonds, that is, paying off a portion of the national 
debt. 

When it becomes known that the Scicretary of the Treasury is a 
purchaser, it is at once surmised that he is practically compelled to buy in 
order to relievo his bursting coffers. The price is accordingly put up 
against him, and possibly lie cannot obtain bonds at all. But in any case 
tlie purchase of bonds must reduce the amount available as security for 
National notes, and an inquisitive person iiiight ask what would happen if 
the national debt could be paid offi suddenly ? Well, there would be an 
end of National Banlv notes, and as time is the one certain element 
governing tlie life of the national debt, so surely will its lapse bring the 
present note system to an end — if nothing be done ; but, of course, liefore 
thirty years run oif some more tinkering will be done, but no amount of 
tinkering at the present system can render it permanent and self-regulating. 
Moixiover, if the ])resent system is continued, then it appears that in 
order to provide a currency, and an unsatisfactory one too, the x^eople of 
tlie United States jire to lx; compelkMl to go on paying interest upon a 
national delit which they could easily extinguish. 

It sounds veVy strange, but it is nevertheless true, that if a bank 
manager wxuit to tlu; Treasury wdth a king’s ransom ” in gold as security, 
he Avould not bt; granted a single iii'S note. We must not, however, 
conclude that there is no market for gold in the United States ; on the 
contrary, gold bullion is received at any mint or assay office, and is jiaid 
for within twv) days at the rate of S20*67 per fine; (pure) ounce. As a 
matter of lact the Treasury holds the real gold reserve of the country, and 
whenevi;r any large (piantity is required, no matter for what purpose, it is 
the Treasury whicli supplies it. 

The strain u])on the Associated Banks of New York ahvays comes in 
autumn. The reason is not far to sei;k, and is found in the moving of 
the crops.” The reaping of the wheat fields of the north and west, and the 
ingathering of the cotton of the south, alike demand money and plenty of 
it. The labourer must be paid in currency ; ■ if a regular hand, his wages 
have X)robably been accumulating for months, and pay day is now at hand. 
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lietail business is also brisk, the shopkeeper must keep more cash in his 
till, and accordingly pays a visit to the local bank, his banker probably draws 
on his reserve, which* is partly deposited with a reserve bank, and the 
reserve bank passes on the call to New York. Possibly the farmer has 
already “ drawn ” against his crop, and his acceptances are now maturing. 

Let us look a little more closely into some of these commercial 
transactions and see what important services banking renders to trade. 
For example, how does the United States obtain payment for the iixmiense 
quantities of cotton which it exports annually to this country? “To 
explain this properly we sliall have to go back to the beginning of the 
transaction. We must presuppose that a Liverpool house importing cotton 
is represented in one of the cotton centres in the States, say Galveston. 
In a placti of that kind there will be, when purchases have to V)e made, a 
partner or agent of the Liverpool house which wants to import the cotton. 
In dealing with exports the main thing, both from the exporting and 
banking point of view, is to get the goods represented by some kind of 
document. Until they are so represented the banker cannot deal with 
them. The lirst object, then, of the man in the States who buys on behalf 
of his partners or employers in Liverpool is to get the cotton put on a 
triu;k at the nearest railway station, and obtain a through bill of lading for 
it from the company. Directly he gets this document he is able to go 
ahead. He draws, say, on a liverpool bank by arrangement, attaching to 
the draft tlie bill of lading and other documents — copy of invoice, insurance 
certificate, etc. 

“He then goes to the local, banker, to whom he gives a letter of 
hypothecation over the cotton, and the banker gives him cash which will 
enable him to continue operations. 

“ The Galveston bank forwards the bill of exchange and the attached 
documents to its agent in London or Liverpool. The agent presents the 
bill for acceptance to the bank in Liverpool on which it is drawn. The 
Liverpool bank accepts it ‘payable in London,’ retaining the documents 
against its acceptance. This is reasonable. The bank, by accepting, has 
made itself liable for payment of the bill at maturity, and requires a set-of! 
of some kind. This is represented by the documents for the cotton, and if 
the bill should not be paid at maturity the bank is able to sell the goods. 
Meanwhile the cotton arrives, but the firm to whom it has been consigned 
cannot get possession of it until it gets possession of the shipping docu- 
ments, these being, as we hav(^ seen, in the possession of the bankers, held 
against their acceptance. 1 f it l)e a broker who axiplies for the documents, 
the bank gives them up to him on his signing an undertaking to do one of 
two things. He undertakes that if the cotton is not sold, it shall be stored 
in the name of the l)ank in an indejiendent warehouse, but that if, on the 
other hand, the cotton is sold, the i)r()ceeds shall be duly liandeil to the 
bank within the customary period— ten days. It is the business of the 
customer in this transaction to see to the insurance; the letter ol 
hypothecation which the bank takes from tlie broker states for how much 
and with whom the insurance has been effected. This, in rough and 
general outline, is how our cotton imports are financed.” — F. E. Steele in 
the Bankers' Magazine, March 1902.' 

There is another source of anxiety for the Associated Lanks which has 
made itself felt very recently. The Loan and Trust Companies compete 
with the banks at various ])oints ; they receive deposits, collect accounts 
and do banking business in a large measure, but do not hold any reserves 
although many of them possess the privilege of membership of the Clearing 
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Association. It is argued that by not holding reserves they are a standing 
menace to their neighbours. They increase the danger ot panics, and when 
a panic comes they are quite unable to assist in allaying^ it. The Clearing 
Association has now called upon the Trusts to keep a reserve of at least 
5 per cent of their deposits, to be gradually incuiased to 10 per cent. 
Several of them liave refused to accede to this demand^ preferring to sever 
their connection with the Association ; other secessions are anticipated, but 
it is difficult to see what harm will result to the Clearing ” by this action. 

Below we give the weelcly return of the Associated Banks of Kew York 
for 27th June 1903 as published by the Financial News. It is worthy of a 
moment's study.. 




.Juiift 27. 

June 20. 

IncT«!a.se or Dc'orcaso. 

Loaii.s and discounts 
Specie . 

Legal tenders . 

Net deposits . 
Circulation 

§;913,750,000 

163.770.000 

75.080.000 

903.720.000 

44.090.000 

.$904,820,000 

158.460.000 

71.085.000 

889.780.000 

44.009.000 

+ .$8,930,000 
+ 5,310,000 
+ 99.5,000 

+ 13,940,000 
+ 81,000 

j Keserve hold . 

Legal reserve . . 1 

' .$238,850,000 
225,930,000 

.$232, .54 5, 000 
222,445,000 

+ $6,305,000 
+ 3,485,000 

! Surplus reserve . | 

$12,920,000 

$10,100,000 

1 +.$2,820,000 


Compare the 75 millions of “ ].egal tenders (principally greenbacks) 
with the 44 millions of “Circulation" — National Bank notes. We must 
recollect that the latter were originally intended to supersede the former, 
but verily, as Mr. Knox pointed out years ago, “ the ijtjgal tender note has 
risen up and strangled the National note at every turn." Next notice the 
amount of the “ Legal Ileserve," which, according to law, must be 25 per 
cent of tlie “net deposits." Divide $903, 720,000 by 4, and we obtain 
$225,930,000 as given. But tlio actual “Beserve held" shows an excess of 
Surplus llescrve " of $12,920,000 over and above the Legal lleserve. It 
is this item which is anxiously scanned by the United Statens business 
man ; the closer the two sets of figures approach each other the tighter 
<loes money become and tlie higher rates. It must he borne in mind, 
however, that when we hoar of rates of 20 per cent and upwards, it is the 
brokers and trusts who get them, not the banks ; they seldom get more than 
0 per cent, their legal figure. 

The return for the week ended 20th Septemlier 1902 sliowed that this 
surplus reserve had not only vanished, hut was represented by a deficit of 
ovei’ It,' millioTi dollars. This does not mean that all the Associated Banks 
were deficient in the matter of reserves, but it does mean that in the 
aggregate they had broken the law, and that a great many of them 
automatically ceased granting loans and discounts. Now here comes the 
irony of the situation. The banks, although below the minimum, held an 
actual reserve of oyer 44 iiiillioiis sterling as compared witli the Bank 
of England reserve, for the same week, of 261 millions sterling. That is, 
the New York banks lield nearly 18 inillious sterling more than the Bank 
of England, <and were forbidden to go on lending and discounting, while 
the Bank of England calmly went on financing Hie British Empire, which, 
in the words of an ancient mathematician, “ is absurd." Evidently there 
must be something wrong with a system which does not permit of such an 
abundance of money being used in a legitimate manner. Here is the 
spectacle of a country, rich in capital and resources ot every kind, which 
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studiously deprives itself of the' means of conducting its business with ease 
and comfort. There are indications that its statesmen are at last awake to 
their country’s needs, and that legislation on the subject cannot be long 
delayed. 

Banking in Germany 

Previous to the establishment of the German Empire in 1871 the 
various members of the Confederation had each its own system of banking. 
As regards coinage some used the thaler system, while others adopted the 
gulden, but in the aggregate there was a mass of old and worn coin in circu- 
lation, mostly of obsolete denominations. All the States — with the exception 
of tlie free city of Bremen, whose standard of value was gold — adhered to 
the silver standard. There was a limited number of gold coins in circula- 
tion, composed of such diverse pieces as Frederics d’or, ducats, crowns, 
napoleons, pistoles, eagles, and Eussian imperials. It was on. account of 
having to settle in the course of international trade that such a hetero- 
geneous mass of coin was able to be used, silver alone being useless for such 
a purpose. Every member of the Confederation, with the exception of the 
three free cities and the principality of Lippe, issued paper money to suit 
its needs. There were also thirty- three banks of issue established according 
to the ideas of the state or town in which they existed. Some of these 
held charters revocable at pleasure, others held them for a term, while the 
remainder held theirs in perpetuity. The amounts of their authorised 
issues varied considerably, as also did the regulations governing their 
reserves. 

To reduce this chaos to order was the problem which taxed the ingenuity 
of German statesmen for the first four or five years of the newly-fledged 
Em})ire. It was fully recognised that it was useless to expect the Empire 
to make tliat progress which its laboriously acquired unity was calculated 
to achieve until unity in banking and currency had been established. The 
adoption of the gold standard by the Act of July 1873 was the first step 
towards this consummation. Some say that this step w.as taken on account 
of German hatred to everything French, including their bimetallic system. 
Others say that it was purely imperialist ambition wdiich it was now 
possible to gratify with the help of the five milliards of war indemnity, 
while yet others say that it was because the prosperity and wealth of 
England have been attributed in the main to her gold standard, and therefore 
it must be a good thing for the other nations to adopt. The law of April 
1874 swiftly followed. It provided for the extinction of the paper money 
issued by the various States by creating a currency of Imperial Treasury 
notes, or BeichsJmssenscheine, issued in denominations of 5, 20, and 50 
marks, redeemable in gold on demand at the Treasury, but not made 
legal tender. It also provided for the issue of Imperial ])apcr, the result 
being that twenty local issues were extinguished, amounting to 180,000,000 
marks. 

The ground being thus prepared, it only remained to establish a new 
Imperial State Bank which should control the note issue and maintain * the 
standard of value on a gold basis throughout the Empire. The bank was 
to be under direct Imperial supervision, as were also the other banks for 
the future, while a new set of regulations' was to be formulated for the 
whole. The Act of 1875 'performed all this. As regards the new central 
bank it was already at hand in the shape of the Bank of Prussia. Established 
in 1765 by King Frederick II. of Prussia, it was already a State Bank, its 
original capital of 2,000,000 thalers being supplied by the State. Private 



EOKEIGN BANKING 


61 


stockholders were admitted in 1847, its capital was increased to 20,000,000 
thalers, and notes were issued, bu4 the State still retained its original 
control and the lion’s share of the profits. 

It was under these circumstances that the Bank of Prussia was raised 
to the dignity of the Bank of the Empire, or lieichsbank. As the Koyal 
Bank of Prussia it ceased operations on 31st December 1875. From being 
the financial institution of a comparatively restricted country it has become 
one of the most noted banks of Europe, its functions being to regulate ‘the 
money cinmlation of the German Empire, to facilitate settlements, and 
utilise available capital. 

The main clauses of the German Bank Act of 1875 are : — 

1. Tlie right of issue is now only to be obtained under Imperial 
sanction. 

2. There is no obligation to accept bank notes in case of those payments 
to be legally discharged in coin. 

This, however, has not hindered the circulation of Imperial Bank 
notes. 

3. Bank notes are issued in denominations of 100, 200, 500, and 1000 
marks. 

4. Every bank must redeem its notes on presentation. Damaged notes 
are made good by the bank, but it is not obliged to indemnify for lost or 
destroyed notes. 

5. The Imperial Bank must pay its notes in current German money in 
Berlin. It may also pay at its branches if circumstances permit. 

6. The Imperial Bank must exchange its notes for gold bullion at the 
rate of 1392 marks for one pound (500 grammes) fine (pure). 

Tests are conducted at the expense ot the seller. 

7. Banks of issue are not permitted to accept bills, or buy or sell 
merchandise or current commercial paper on credit. 

8. Banks of issue must report to the proper authorities four times per 
month. 

9. Banks whoso note circulation exceeds the coin reserve and amount 
of notes prescribed in proportion to capital must pay a tax of 5 per cent 
per annum on tlie excess to the Imperial Exchequer. The Imperial Bank 
is empowered to issue notes in proportion to its business needs. 

This is the famous German “elastic limit” of which so much is heard 
in connection with discussions on bank reserves. 

10. The Imperial Bank is required to maintain a money and bullion 
reserve equal to oiie-tliird of’ its notes in circulation. This reserve may 
include German currency. Imperial Treasury l)ills, and gold bullion or 
foreign gold coin valued at 1392 marks per ])6und (German) fine. 

The remainder of the notes must lie protected by discounbMl bills 
having not more than three months to run, and usually protected by three, 
but never less than two, solid accredited vouchers. 

11. The Imperial Bank and its branches are free from all revenue or 
State taxes throughout the Empire. 

12. The Imperial Hank is authorised to l)uy or sell gold and silver coin 
or bullion ; to discount, buy, or sell inland or foreign bills of exchange 
which have not more than three months to run ; and to discount, buy, or 
sell bonds of the Em])ire or. any German State, providiul that they will 
mature in not more than three months. 

13. No advances are made to foreigners. Only persons of known good 
character are granted accommodation, the time limit being three months. 

The Bank may transact Lombard or deposit loan business, on gold or 
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silver, coined or uncoined, or on interest-bearing bonds of the Empire, or 
any statti or municipal corporation. 

Foreign boiids to bearer, railway shares and debentures, merchandise 
lying ill a warehouse in the country, and several other descriptions of 
property, are accepted as security for loans, but in every case an appropriate 
margin is deducted. 

14. The* capital of tlie Imperial Bank is (now) fixed at 180,000,000 
marks, and the shareholdei's arc not personally responsible for the obliga- 
tions of the Bank. The profits of the Imperial Bank are divided between 
the shareholders and the Government. Tlie charter of the. Bank is renewed 
every ten years, and 'the Government has always the option of taking over 
the whole concern at a valuation. 

The renewal of the charter is usually the occasion of some fresh con- 
cession by the Bank. 

At present the shareholders take a first division of -31 per cent on 
their capital, then 20 per cent of the remainder of tlui profits. The 
Government takes 60 per cent of the same, and the remaining 20 per cent 
goes to the rest or surplus until it readies a sum of 60,000,000 marks. 
When this amount has been accumulated the shareholders will take 3J 
per cent as their first dividend, and 25 per cent of the balance remaining, 
the State s share being increased to 75 per cent. 

15. The Bank is supervised by an Imperial Board composed of the 
Chancellor of the Empire as president, a member appointed by the 
Emperor, and tliree other members appointed by the Federal (Council. 
The directors of the Bank are appointed for life, but are subject to the 
Imperial Chancellor. The shareholders exercise their part in the govern- 
ment of the Bank through their General Assembly, from which a Central 
Committee is elected. Many details are remitted to this committee, such 
as the examination of weekly reports, the inspection of deposit accounts, 
the amount of loans to be granted and paper to be purchased, the rate of 
discount to be charged, and arrangements with other l)anks. 

The Act has regulated the note issues very carefully. Previous to the 
foundation of the Empire it was the constant aim of the thirty odd issuing 
banks to put as many notes as possilde into circulation, and a large pro- 
])ortion of this paper consisted of notes for very small sums, as low as one 
thaler (three shillings). From 1876 onwards notes for less than 100 marks 
(say £5) have been forbidden. 

The note issue of the Beichsbank was largely modelled upon that of 
the Bank of England, while certain weak points were at the same time 
carefully avoided. Thus both banks are autliorised to issue a certain 
amount of uncovered circulation, the former at the present time 470,000,000 
marks, the latter £1 8,450,000. As is well known, gold must be ‘deposited' 
to the amount of its face value for every extra note issued by the Bank of 
England. It takes an Act of Parliament to relieve the Bank from this 
regulation. The Beichshank likewise must hold cash against all notes 
issued beyond its fixed amount, but here comes the elastic limit.” It 
may go on issuing notes uncovered by cash, but must pay a tax of 5 per 
cent per annum on the excess. In any case, however, it must hold cash 
against one-third of its total circulation. The limits of the fiduciary issue 
have been frequently overstepped, and sometimes for protracted periods, 
but the metallic reserve has been at least 70 per cent all the time. The 
notes have been issued almost unnoticed, and have returned as quietly, in 
contradistinction to the hard and fast line drawn by our Act of 1844, 
which has had to be suspended on no less than three well-known occasions. 
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Of course the tax of 5 per cent is the practical cure for these excess issues. 
At such a time, if the Bank does not raise its rate to a similar amount, it 
must be a loser, and cannot afford to continue siicli a course for long, while, 
on the other hand, if it raises its rate so as to cover itself, or still make a 
profit, borrowers are discouraged. Thus both sets of circumstances tend to 
restore a normal condition of affairs. As an aid to checking a drain of 
gold, the other banks of issue must not discount at a lower rate when the 
Keichshank is charging 4 per cent or more. Under other circumstances 
they may only quote at one-quarter below the Bank. 

The following is taken from the Daily Telegra'ph of 18tli August 
1903 

The return of the Imperial Bank of Germany for the week ending the 
15th inst. shows the following changes as compared with the previous 
account (taking the exchange at 20 marks to the pound) : — 



Amount. 

Iiicr(!HS(\ 

Deerea.se. 

Cash in hand 

£47,501,950 

£1,191,850 


Ti'easury notes 

1,429,700 

54,100 


Notes on other banks 

711,550 

212,300 


Other securities 

89,432,700 

... 

£405,950 

Advances on stocks 

2,954,150 

1 187,150 


Sundry securities . 
Sundry debtors 

93,350 

4,047,200 

o 

o 

oo 

55,800 

1,270,900 

Notes in circulation 

Mills and ])ublic deposits 

58,1.37,600 
26,'91 1,750 

2,431,858 


Sundry creditors . 

1,241,900 

29,500 

1 


“Note circulation below the legal maximum (free of taxation) 
£15,005,600, against £1 2,276,450 ])elow the legal maximum last week.” 

To find the amount of note circulation below the legal maximum we 
proceed thus : — 

Add together “ Cash in hand,” “ Treasury Notes,” and “Notes on other 
banks,” as given above, total £49,643,200, which “ covers ” notes to an equal 
amount. 

Subtract this total from “ Notes in Circulation ” ; the difference is 
£8,494,400, which represents the actual “uncovered” issue. 

• But the legal maximum of uncovered issue is £23,500,000 (470,000,000 
marks) ; therefore the Bank might issue a further amount of £15,005,600 
free of taxation, as stated above. 

The use of notes and specie is much greater in the German commercial 
world than with us. In this country the cheque performs most of the^ 
work. The Keichshank aims at rectifying this, and has accordingly greatly 
developed its system of current accounts (Giro-Vekehr). The idea is to 
enable persons in different parts of the Empire to settle without having 
recourse to currency. Eor example, a debtor in a distant city may settle 
with his creditor in Berlin by paying in the amount of his debt at the 
branch of the Keichshank in his city, and’ on the following day his creditor’s 
account at the head institution in Berlin is duly credited. There is no 
charge for the transfer, and the debtor need not have an account with the 
Bank. Naturally the most important business of the Bank is the dis- 
counting’ of bills, about 80 per cent of its profits being derived from this 
source. By far the greater portion are inland bills. In the balance sheet 
for olst December 1900 bills drawn on England stood at £3,734,120, and 
bills on other foreign places at £39,159. Why is there such a decided 
preference for bills on this country ? Because London is the one great free 
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market for gold. A bill drawn on London is payable in gold. There is no 
uncertainty about it, and the bills in question mean the ability to draw 
nearly millions in gold from us if necessary, also the ability to check 
any tendency towards an outhow of gold from Berlin. 

In the case of bills drawn on Baris or Berlin it would be possible to 
pay the former in silver five-franc pieces, and the latter in silver thalers. 
The right to do so exists. Strangely enough, the officials of the Bank of 
France and of the Eeichsbank respectively always protest loudly when 
reminded of this fact. Kightly or wrongly, the latter institution has 
always been accused of putting obstacles in the way of any person 
unpatriotic enough to desire to pay his foreign creditors with German 
gold. Ho usually does so ‘'at his peril.” At the Brussels Monetary 
Conference of 1892 the German representatives affirmed that the Ihnchs- 
bank had never paid any oiui in silver who demanded gold, and had never 
made any difficulties about paying gold, whether^ it was wanted for export 
or not. One delegate said that if the Bank should refuse to pay gold the 
Government would immediately put it into liquidation. The old thalers 
are gradually being absorbed by the German mint. According to German 
mint law 69| twenty-mark pieces must contain 500 grammes of pure gold. 
Our sovereign contains 7'98805 grammes of standard gold (j .} fine), hence 
the mint par between the two countries is £1 = 20*429 marks, usually called 
20*43. With the exchange standing at 20*33 gold usually leaves us for 
Germany, while London always drawls gold from Berlin at 20*53. The 
Eeichsbank will smooth the way for an importation of* gold by granting 
a six-day loan free of interest if repayment is promised in gold. 'J'hus a 
shipper loses no interest while his consignment is in transit. Moreover, 
the Bank is more lenient to the seller than the Bank of England in its 
assay of foreign gold. 

The Imperial Bank has endeavoured to assist farmers and small trades- 
men as far as possible, but not to their entire satisfaction. The Bank is 
of course not intended to afford long credits, but customers with sound 
commercial reputations are always suitably accommodated. It is not 
everybody that is so fortunate, and to suit this latter class have arisen 
those associations originated by Dr. Schulze ol’ Delitzsch. The institutions, 
known as Volksbanks, h,ave also spread to Italy, where the Banca del 
inypolo is e(pially appreciated. They are conducted under mutual principles, 
are self-supporting, and do a savings bank business as well. They afford 
accommodation to the small trader and others who are often in need of a 
loan, but are unable to obtain the usual facilities. A Volksbank is formed 
by a number of members, wlio take a share eaeh and pay an entrance fee. 
The share is paid up Ijy regular periodical instalments. All payments and 
lees are very small, and no member can hold more than one share. De])Osits 
which })ear interest are received both from members and outsiders. Thus 
the loan fund is built up of tlie shares paid by instalments, the deposits, 
and savings. A shareholder can obtain a loan up to the amount of his 
share, but for anything al)ove that amount he must deposit security or 
providci a surety. Only shareholders may ol)tain loans. The classes who 
make most use of these banks are the well-to-do artisans, shopkeepers, and 
small traders, to whom it is a convenience to be aide to keep a banking 
account, and clieque-ljooks are accordingly sup])lied. 

There are some 6000 joint-stock banks in Germany, many of tliem large 
and powerful institutions. They are all subject to the Act of 1875, and 
their oi)erations are similar to those of the Eeichsbank. Some of the richest 
and most enterprising, such as the Deutsche Bank and the Dresdner Bank, 
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have established branches in London in order to compete with us upon our own 
ground. The Deutsche Bank is probably* the most noted of these. It has a 
capital of millions sterling and a balance sheet with “ sides” of 50 millions. 
It is httle wonder that with its careful management it is rapidly becoming 
one of the richest and best foreign banks in London, able to pick and 
choose its business, and came through the German trade depression of 
1900-1901 with a greatly enhanced reputation. 

Within recent years London has experienced quite an invasion of 
foreign bankers fully determined to wrest a large share of business from 
our countrymen. Many of our banks do a large foreign business, but it 
goes through the hands of agents. Thus there are two profits to be made. 
In former years exchange business was simply handed over to a broker. 
This had to be altered with the coming of the foreign banker, who is not 
slow to point out the advantages of placing commissions with his house, 
and the corresponding saving effected. 

Banking in France 

John Law of Lauriston, the famous Scotsman, established the first bank 
of issue in France in 1716. In 1718 it became the Government bank 
under the name of the Banque lioyale, but its paper was issued at such a 
rapid rate that it soon stopped payment. The second bank of issue, thanks 
to the lesson learnt from Law and his disastrous schemes, was not estab- 
lished until 1776. The Caisse d'Escompte du Comineme (Bank of Com- 
mercial Discount), as it was called, owing to the interference of the 
Eevolutionary Government, was suppresvsed by the decree of August 1793. 
Tlien followed the tide of assignats, which, in September 1796, amounted 
to 45 J thousand millions of francs, and were worth one-thousandth part of 
their face value. When these and their successors, the mandats terrU 
toriauXy had disappeared credit began to flourish again. The issue of 
notes now needed no authorisation, and several banks were opened. 

When Napoleon came upon the scene he soon found the need of bank- 
ing facilities and assistance, and following the counsel of his financial 
advisers the Bank of France was founded in January 1800, with a capital 
of 30,000,000 francs, in shares of 1000 francs each. To sliow the public a 
good example Napoleon himself, his family, and friends took shares. 

Its scope of operations was as follows: — 

1. To discount bills of exchange and drafts to order bearing signatures 
of at least three Frencli citizens or foreign merchants of acknowledged 
reputation and solvency. 

2. To undertake coll(*ctions for the account of private citizens and public 
establishments, and to make advances in cases of such colh*ctions as may 
appear to be secure. 

3. To receive on account cash deposits and collections on behalf of 
private citizens and public establishments. 

4. To issue notes payable to Ix^arer at sight, and notes to order payable 
within a certain number of days after sight. 'J'hese notes as issued l)y the 
Bank to be so proportioned to the reserve cash in the vaults of the Bank, 
and with* such regard for tlie maturing of negotiable paper held .by the 
Bank, that the Bank can at no time be exposed to danger of delaying pay- 
ment of its obligations wlien presented. 

5. To open a bank for investments and savings wherein all sums 
offered in excess of 50 francs should be received for repayment at stated 
periods. 
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All transactions other than in gold or silver were prohibited, and vith 
the exception of the last clause respecting investments and savings, the 
original regulations are still in existence. 

In 1803 the Bank was endowed with the exclusive power of issue in 
Paris, and its capital was raised to 45,000,000 francs, but the Governineut 
reserved the right to permit banks of issue outside Paris. From time to 
time nine banks were permitted in various parts of France, but in 1848 
they were all consolidated with the Bank of France, which has remained 
the sole bank of -issue in France to this day. In 1806 the capital of the 
Bank was raised to 90,000,000 francs, and though becoming still more 
intimately connected with the Government it remained a public institution. 
The direction of the Bank was entrusted to a governor and two sub- 
governors appointed by the chief of the State, but paid by the Iknk; thus 
although a private corporation it became a State engine of a very iiiipor tant 
kind, and has continued to be so. 

Although authorised in 1808 to establish branches (c07tij)tv)irs 
d'escompte) very few were opened, and these were closed by the Bourb( )ns 
in 1817-1818, and independent banks with the right of issue substitut ed. 
Next the Bank was authorised to establish fifteen branches in the chief 
cities with the sole riglit of issue in those cities, but the whole business w'as 
pursued in a half-hearted manner. To rectify the confusion which pre- 
vailed the Government converted the nine independent banks whicE 
existed into branches of the Bank of France, and at the same time thfe 
capital of the Bank of France, which had been reduced, was raised t-‘p 
91,250,000 francs. 

The Bank of France, throughout its whole career, has evinced a marked 
reluctance to establish branches. The Bank of England has been criticised 
for taking a similar course, l)ut our own banking system having been highly 
developed from an early period England has not suffered so much from 
such a deficiency as her neighbour. Napoleon III. called upon the Bank 
to establish a branch in every department (territorial division) within ten 
years. By 1869 65 were in operation, but the full number was not com- 
pleted until 1882. Various additions have been made to the number since 
then, and there are now 126 branches, 49 auxiliary offices, and 218 towns 
connected with the Bank. 

A branch of the Bank of France is provided with a certain amount of 
capital, and does business under the supervision of the head institution, 
having few or no transactions with otln^r branches. The manager is 
appointed liy the Government and is assisted by a staff from Paris. The 
directors are chosen from a list made up in Paris, but sometimes partly by 
.shareliolders on the spot. The greater part of the discount business of the 
Bank is done by the branches, thus justifying their existence, but this was 
not so from 1814 onwards: the revolution of 1848 ruined most of the dis- 
count houses in the capital, and in the country the smaller commercial 
people suffered so much from lack of Imnking facilities that the Govern- 
ment had to step in and establish a temporary" remedy. Public and private 
money combined provided the necessary capital, and discount offices were 
founded in Paris and throughout the country. They soon began to do a 
greater amount of luisiness than the Bank of France, and some were 
eventually reconstructed as banks of discount after repaying the State its 
original portion of capital. The Comptoir d'Escompte de I*aris was one of 
these ; it came to grief in 1889 through being associated with the copper 
syndicate, and was then resuscitated with the encouragement of the 
Government, under the title of the Comptoir National d'Escompte de Paris. 
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It has a paid-up capital of £6,000,000, and now stands in the front rank of 
French financial houses. 

The Bank of France suspended specie payments in 1848, and for the 
next three or four years had a very anxious time, which was followed by a 
period of such prosperity that in 1857 it was found convenient to double 
its capital to its present figure of 182,000,000 francs, and to extend its 
charter to 1897. 

The period 1870-4 was the most critical in the Bank's history, embrac- 
ing as it did the war with Germany, the struggle with the Commune, and 
the payment of 5 iiiilliards (5,000,000,000 francs) war indemnity. Altlioiigh 
its fate at one time hung in the balance, yet in the end patriotism, com- 
bined with superb finance and good management, carried it triumphantly 
through. The war broke out in July 1870, and on August 12 the Bank 
was authorised to refuse to pay cash for its notes, which were made legal 
tender, and the issue limited to 1,800,000,000 francs. 

Two days later it was found that if the Bank was to afford its usual 
accommodation the limit must be raised to 2,400,000,000, and this was 
done. Notes for 25 francs were also authorised. On 13th August it was 
decreed that payment of all commercial debts should be postponed for one 
month. This period was extended from time to time until July 1871 — the 
debtor being liable for interest up to the settling day. Specie payments 
were resumed in 1877. 

By July 1871 the Bank had advanced to the Government 1,425,000,000 
francs, and to the city of Baris 210,000,000 francs. 

The greatest danger that ever beset the Bank was the probability of 
being plundered by the Communists, who were appeased in the early part 
of 1871 by being allowed to withdraw a sum of 9,400,000 francs standing 
to the credit of the city. After setting fire to the Tuileries they demanded 
700,000 more to pay their men, and obtained it by threatening to seize the 
Baidv. Next day the regular army appeared upon the scene and further 
danger was averted. 

The next task of the Bank was to arrange for the payment of the war 
indemnity. • According to the terms of the treaty, 500 millions of francs 
were to be paid one month after order was restored in Paris, 1000 millions 
by the end of 1871, 500 millions on 1st May 1872, and 3000 millions on 
2nd March 1874. When the French Government set about obtaining this 
vast sum, it was found that, thanks to the credit which France enjoyed 
a])road, and the “ old stockings ” of her thrifty peojJe, over eight times the 
necessary amount could be obtained. Thereupon President Thiers deter- 
mined to lil)erate the soil of France at the earliest possible moment, and 
this was consummated by the payment of the final balance in August 1873, 
to the great chagrin of the compierors, who were sorry they had not asked 
for more. This was elfected by the Government buying bills drawn by 
Frenchmen upon their debtors everywhere. British bills were in great 
request, and s]:)ecially acceptable to the German Government, because of 
their power, to draw gold from the Bank of England. A Frenchman who 
bought some of the public loan, and paid for it with his draft upon England, 
simply exchanged his claim upon his English debtor for one upon his own 
Government. 

The Latin Monetary Union. — This was a convention formed in 1865 
between France, Belgium, Switzerland, and Italy for the purpose of sup- 
porting the “ Double Standard," by which gold and silver ranked on equal 
terms in all business payments. 

These countries agreed to make their coins of the same fineness. 
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diameter, weight, and current value, and to accept them indiscriminately 
as legal tender. Hence the frapcs and centimes of France, Belgium, and 
Switzerland, and the lire and centisinii of Italy, differ only in their mint 
impression. 

According to French mint law 155 napoleons (gold 20-franc pieces) 
fine weigh 1 kilo. This gives a mint j)ar with this country of £1 = 25*2215 
francs. The silver 5 -franc piece weighs 25 grammes. . 

Shortly afterwards Greece entered the convention, and the same system 
has been adopted by Spain, Servia, Bulgaria, and Eoumania, although they 
have not joined tlie Union. 

For a long time previous to 1871 the market ratio of gold to silver was 
1:15^, but the greatly increased output of the silver mines, together with the 
large sales by Germany on her adoption of the gold standard in 1873, com- 
pletely broke down this ratio, and silver became by far the cheaper metal. 

The consequence was the Latin states quickly found themselves being 
drained of gold and inundated with silver ; tlierefore, in 1876, their mints 
were closed to the free coinage of the latter metal. France, however, 
retains the right to pay her debtors in silver 5-franc pieces or in gold at 
discretion. The coinage of silvm’ 5-franc pieces has been suspended since 
1878. It is said, however, that it is really impossible to do without this 
coin, as it is the coin of the country people. The 5-franc gold piece is too 
light, and the note is too liimsy. 

Thanks to the limitation of silver (joinage and the consequent protection 
against over-supply the standard is easily maintained. 

Tliis ability of the Bank of France to use silver at par does away witli 
the necessity of raising the discount rate like the Bank of England. Since 
it may redeem notes and pay debts in silver, it therefore simply charges a 
premium for the delivery of gold. The Bank ohicials say that it is only 
the bullion dealers and those who desire to make a profit who have to pay, 
but a change in the discount rate would also hit the merchant and the 
trader whose transactions are in notes or credit. Still tlio Bank dare not 
maintain a higdi or permanent premium, because this would sinq 3 ly proclaim 
the fact that its paper was inferior to gold. It is seldom that tlu^ metal 
can be obtained in suflicient quantity for export, and recourse is therefore 
had to the bullion dealers, wlio buy the coin from railway com])anios and 
big traders at a small premium. The circulation suffers accordingly, and 
the loss must, in the end, be made up at the Bank’s expense. 

At present the Bank of France holds not less than £109,000,000 in gold 
and £45,000,000 in silver, the circulation being in the neighl>ourhood of 
£170,000,000. The maximum circulation permitted is 5,000,000,000 
francs. 

It is worthy of notice that the Bank of England, the Bank of France, 
the Imperial Bank of Germany, and other big institutions of the same 
character, although they act as State bankers,' are not State banks, but 
private concerns, none of the capital being held by the various Governments. 

In the case of the Bank of England this is pure accident, in other cases 
it is d(diberate design ; for had the Bank of France been State property, as 
is the Bank of Russia, when the Germans entered Baris in 1871 they would 
have been justified in seizing the Bank of France and its treasure as lawful 
spoils of war ; but being x)rivate property it was respected as sucli. 

OPEiiATiONS OF THE Bank OF Fkance. — These consist of services which 
are obtainable by certain persons only, and others which ai'e obtainable by 
the public at large. Open accounts arc granted to private persons and 
public institutions, but all sums are received without interest. Some of 
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jhese accounts carry the privilege of discounting paper, and funds deposited 
[nay be drawn upon by drafts payable in Baris or at the various branches 
Dr subsidiary o dices. Bills may be made payable at the Bank, and those 
presented by the Bank messengers may be paid by checpic or transfer. 

Open discount accounts are allowed to persons who reside in a place 
where there is no branch or office of the Bank, and in this case all business 
is conducted by correspondence. All the advantages of residing in a bank 
place are therefore obtainable. 

Loans against collateral are granted on State bonds up to 80 per cent, 
municipal bonds 75 per cent, and dividend-earning railway stock to 60 piir 
cent. The minimum loan is 250 francs for not less than a fortniglit or 
more than three months. The rates are from 1 to Ih per cent higher than 
for discounts, in order to prevent borrowers from speculating in excliange 
as between the rate of the bank and exchange reports. 

Safe deposits of all kinds are accepted, only trust fees being charged. 
The Bank also t<akes charge of fondgn bonds, collects the interest, and 
watches for drawn bonds. 

By an arrangement with the Bussian Government, a holder of Eussian 
public funds may deposit them without charge, and the certificate of deposit 
which the Bank grants is held valid for the value of the stocks deposited. 
This is designed to obviate the inconvenience resulting Irom Eussian 
legislation on the subject of lost, destroyed, or stolen negotiable property, 
and is a public boon. 

The writer was a party to a case in which Eussian bonds of the 1862 
loan, purchased in 1871, were immediately afterwards lost or destroyed. 
The loan was converted in 1889, and the Eussian Government, after some 
persuasion, admitted the par value of the missing bonds, but required the 
holding to Ixi increased by 15 per cent, and the whole of the new bonds to 
be deposited at St. Petersburg for ten years. The interest was paid 
regularly and the capital handed back in 1900. 

The Great Discount Banks. — The Bank of France, although the 
most important, is not the sole dis])enser of credit in France. Side by side, 
and always actively competing witli it, have grown up such great institu- 
tions as the ( ■redit Lyonnais, the Gomptoir National d’Escompte de Paris, 
the Socictc Gmicrale, and the Grcdit Industriel et Commeixaal. Some of 
these have London offices, and a reference to vol. i. ]>. 367 of the Emyclo- 
of AccoiLiiMiiij will show that many of these foreign banks have a 
very large capital entirely ])aid up, so that to a great extent they lend their 
own money. 

The Credit liyoiinais stands luext the Bank of France as a financial 
institution. The total of its deposits and of its portfolio are even greater 
than those of tlie Bank. It lias 26 agencies in Paris, 116 in the depart- 
ments, 16 in the chief cities abroad, and agents all over the world. It is 
thus in close touch with the commerce of every nation, and is able, and 
willing, to finance many of their Governments. These banks, thanks to 
their greater ‘liberty, attract large deposits u])on low terms, and demonstrate 
that the bank cheque is able to compete with tlie note in ordinary times ; 
but in times of trouble deposits are withdrawn, and it is then that the Bank 
of France comes forward with its immense resources. 

The Credit Foncier de France, or Mortgage Bank of France, is an 
institution founded in 1852 to conduct the business that its name implies. 
It lends up to 50 per cent of the value of real estate, and secures itself by 
a first mortgage. A regular banking business is also carried on. The 
Foncier has been of great assistance to growing cities by financing their 
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schemes of improvement and reproductive works. Its premium or prize 
bonds have become very popular, and usually fetch more than their par 
value, as buyers are stimulated by the hope of winning one of the prizes, 
which vary from 1000 to 100,000 francs, attached to their drawings. 

Eor the purpose of assisting cultivators the Foncier started a Credit 
Agricole, which completely , failed to perform what it was expected to do. 

Private Banks. — In addition to the incorporatea institutions, France 
has a great many private banks. In large cities their customers are chiefly 
traders and manufacturers in certain lines of business; thus one bank may 
draw its business principally from the wine and spirit trade, another from 
drapers, etc. Thus the bank becomes well informed about its customers, and 
can exercise great discrimination in case of need. Their transactions are 
mostly very simple and include dealings on the Bourse. No detailed 
statistics of private banks are published. 

Private Savings Banks, under Government supervision, number about 
547, with 1299 branches, and deposits amounting to 3264 millions of 
francs. 

Postal Savings Banks, introduced in 1881, hold deposits amounting 
to 1081 millions of francs. 


Banking in Holland 

By the end of the sixteenth century the commerce of Holland had 
assumed a world-wide character, and Amsterdam had become an emporium 
for the products of Europe and the Indies alike. Naturally the merchants 
of divers nationalities who assembled there brought with them as many 
varieties of coinage of a very mixed character, in all stages of wear and 
tear. Sweating and clipping of coin were in those days only too common, 
so that, when all these circumstances were taken into account, settling 
became a rather complex and difficult matter. Gresham’s law had a fine 
field for asserting its truth, and came into full operation accordingly. Its 
action was not fully understood in those days, but what was brought home 
to the commercial world was the fact that all the best and heavy coins 
mysteriously disappeared from circulation, while the light, worn, and 
clipped variety was painfully in evidence. This result was attributed to 
the money changers and dealers in specie, and rightly so, regarding them as 
the active instruments for executing Gresham’s law. Bankers also came 
in for a share of the general censure, inasmuch as it was erroneously 
believed that bills of exchange as a substitute for money had also contri- 
buted towards the depreciation of the coinage. Accordingly in 1608-1609 
bankers and money changers were suppressed. It was made punishable by 
heavy fines to hold deposits, or pay or receive money for another, and all 
persons were admonished neither to pay nor receive money at rates higher 
than the legal standard. Transfers and bills of exchange were also for- 
bidden, but it was soon found necessary to relax some of these regulations. 
Meanwhile the city authorities had been maturing a plan for the establish- 
ment of a great institution which would undertake, under public control, 
the business of receiving deposits of cash and of dealing in specie ; these 
ideas assumed a tangible shape with the foundation of the celebrated Bank 
of Amsterdam in January 1609. The regulations for its control were vei*y 
simple. Any person might open an account with the Bank and deposit 
coin or bullion ; he might then draw on his account and transfer sums to 
the account of another. These deposits coufd not be seized by legal process, 
and the remuneration of the Bank was one-fortieth of one per cent on 
deposits and withdrawals. 



FOKEIGN BANKING 


71 


To duly appreciate the services rendered by the Bank it must be borne 
in mind that coins of all sorts and conditions, in addition to bulbon, were 
accepted, duly appraised at the legal current prices, and credited accordingly. 
The credit as it stood in the books of the Bank was called hank money. 
Thus bank money was synonymous with full-weighted current coin, and it 
goes without saying invariably commanded an agio or premium as com- 
pared with the nondescript ordinary money of the period. Small change 
was discriminated against, it only being accepted to the extent of 3 per 
cent in the form of schellingen. Thus the very practice was perpetuated 
and accentuated which had previously been legislated against, as the public 
very soon distinguished between “ bank money ” and “ ordinary money.” 

As time went on the Bank gradually departed from its original practice 
of merely receiving deposits and repaying them on demand, and finally got 
into difficulties through lending too freely to the East India Company. 
Public confidence in the Bank was lost, never to be regained, and it was 
closed by royal decree in Ilecember 1810. 

Middleburg established a bank, similar to that of Amsterdam, in 1G16, 
which lingered on after some changes till 1878 ; and Eotterdam established 
another in 1635 which gradually died out. 

The later history of banking in Holland centres in the Bank of the 
Netherlands. Like the other great banks already discussed, it is a private 
institution, and is the only bank of issue ever established in the country. 
It was founded in April 1814 with the help of the Government, but for the 
first forty years of its existence made very little progress in any bi’anch of 
banking. This is attributed to the fact that the practices of discounting 
and loaning had not as yet developed to any great extent in Holland, The 
Government also was not free from blame. The original charter did not 
permit the Bank to lend on foreign bonds, or discount bills bearing fewer 
than three signatures, and all loans had to pass through the hands of a 
notary. I^ater charters removed these restrictions. 

The Bank, although established with the assistance of the Government, 
has always maintained a very independent attitude, even when the Treasury 
has been in actual need of funds. It has been charged with lack of zeal 
in the public service, and not without some show of reason ; for though the 
first charter permitted branches to be established in various large trade 
centres, yet nothing came of it. ' 

The second charter in 1838 directed the bank to open a branch in 
Eotterdam, but this was not done. When the time came for the renewal 
of the charter for a third period, many persons maintained that the Bank 
had not justified its existence, and should be suppressed, and that legislation 
should be enacted whereby any one might issue notes. The Dutch Govern- 
ment did not adopt these views, but at the same time they have been borne 
in mind, and the door is still open for a free banking system should it ever 
be deemed desirable to establish one. 

The Act of 1863 renewed the Bank's charter for a period of twenty-five 
years. 

Article 1 provided that no other bank of issue should be established, 
and no foreign bank should circulate notes except by special law. 

Article 5 required the Bank to establish a branch at Eotterdam, and at 
least one agency in each province, besides appointing correspondents where 
needed. 

The branch was duly established, and there are now 18 agencies and 
sub-agencies ; there are also 48 first class, 14 second class, and 10 third class 
correspondents' offices. 
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The dillerence between* an agency and a sub-agency is immaterial to the 
public. First and second class correspondents carry on a full banking 
business. . . 

Third class correspondents merely collect bills and other documents, so 
that, omitting these and including the head office, there are 82 centres 
where bills are discounted, loans granted, notes cashed, issued for specie, or 
exchanged for others. 

Article 7 limited the credit operations of" the Bank to discounting 
commercial paper and granting loans on collateral. It was forbidden to 
lend on mortgage, on security of ships, or note of hand; nor might it 
purchase bonds or goods, but might invest its reserve in the national debt 
and in mortgage bank bonds. 

The Act of I860 forbade the Bank investing in foreign bills, whereas we 
have seen that bills on England are a special feature in the operations of 
the Beichsbank. I'his anomaly has now been removed. 

The charter of the Bank came up for renewal in August 1888, when its 
capital was raised to its present figure of 20,000,000 liorins ; one-fifth of 
this may be invested in certain bonds, and foreign bills may be purchased. 

The Bank reserve is regulated by royal decree upon application by the 
directors of the Bank. This was settled in April 1864, and has not been 
revised since. 

A ratio of two-fifths is laid down between the metallic reserve on the one 
hand and the total cash liabilities on the other, i,e. note circulation, current 
bank bills, and deposits. Thus, presuming the note circulation amounted to 
90 millions, current bank bills to 1 million, and deposits to 9 millions, then 
the metallic reserve should be 40 millions; but if it happened to be 45 
millions then there would be a surplus reserve of 5 millions. 

The present Bank charter dates from 1st April 1889, and expires on 
31st March 1904; but, as provided by law, the Government has already 
given notice that it does not intend to continue the concession for another 
period without modification. 

The affairs of the Bank are supervised by a Government official, and the 
king nominates the president and secretary. 

Of the profits the stockholders first take 5 per cent on their capital. Of 
the balance 10 per cent goes to reserve until the fund has reached 5,000,000 
liorins. The remainder is equally divided between the Bank and the State, 
but when the shareholders have received a dividend of 7 per cent two-thirds 
of the , balance remaining go to the. State, and one-third to the Bank. 

When requested the Bank must grant loans to the Government u]) to a 
total of 5,000,000 florins at the usual rate of interest upon security of 
Treasury notes, but this obligation is inoperative when the “ surplus reserve” 
falls below 10,000,000 florins. Investments in foreign bills must not exceed 
the “ surplus reserve ” for more than fourteen consecutive days. Should the 
surplus reserve become reduced by exportations of coin and bullion, the 
Bank would be obliged to realise on its foreign bills, siqjposing their amount 
to have already reached the maximum, but, as a matter of fact, the foreign 
bills always fall short of the maximum, and the Bank continues in a position 
to go on lending. 

The currency of the Netherlands consists chiefly of silver and paper. 
Before 1875 the country had a silver standard, but in that year a bill passed 
the States-General for the unrestricted coinage of gold 10 guilder i)ieces. 
The free coinage of silver was teinjjorarily suspended in 1874, and- again for 
an indefinite period in 1877. In addition to gold the silver coinage previous 
to 1875 is legal tender; the monetary system has been maintained at parity 
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by treating, the large silver coins as redeemable in gold. They are now 
being minted gradually into small change for Holland and Java. 

The Netherlands Bank furnishes gold freely for export^ but sparingly 
for home circulation, and in this respect pursues a policy directly opposite 
to that of the Bank of France. The idea is to maintain a healthy state of 
foreign exchange, because the Bank is convinced that a refusal of gold for 
export would send the metal to a premium, and force a silver standard upon 
the nation. During the years 1880-84 the Bank's stock of gold was depleted 
in a most alarming inanner, but thanks to prompt and drastic measures the 
danger was boldly met and averted. The Dutch monetary system proves 
that it is quite possible, within limits, to maintain a gold standard with 
very little gold, while the principal currency is silver and paper. 

The . Dutch standard coin is the 10 gulden juece, containing 6*720 
grammes of gold which gives as a par of exchange £1 - 12*11 

gulden nearly. The silver florin, gulden, or guilder, wmghs 10 grammes, 
•945 flue. In addition to tlie ordinary circulation of the Bank of the 
Netherlands, to which there is no limit, there is an issue of Government 
notes of 10, 50, and 100 gulden to the amount of 15,000,000 gulden 
(£1,250,000). These are redeemable in cash at the Netherlands Bank, but 
the Government provides the necessfiry means in the shape of a fund for 
ensuring the convertibility of Government notes against coin." This con- 
sists of 23,132,700 gulden inscribed in the register of the national debt. 

There are one or two functions performed by the Bank which are 
extremely helpful to trade. In the first place, any person mo-y obtain a 
bank bill for any amount, at any bank office, for a commission of 30 cents 
(6d.), in addition to the face value ; and, secondly, persons having current 
accounts with the Bank may transfer or pay into each other’s credit what- 
ever sums they please free of charge ; the customers need not reside in the 
same town. By these means transfers and payments to the extent of 
£35,000,000 annually are effected. 

The Netherlands Bank, although the only note-issuing institution in 
Holland, is not the only banking corporation. There are many other firms 
or institutions engaged in one form of banking or another. In country 
places money is often placed in the hands of solicitors for investment. 
This is loaned to customers in tlieir immediate circle, but a great proportion 
finds its way to Amsterdam, and is invested in the usual manner. 

Banks of Deposit. — According to Dutch commercial law the business 
of a banker {kassier or cashier) consists solely in taking charge of money 
belonging to individuals or institutions, and repaying the same on demand. 
These cashiei’s, as they were called, have almost entirely disappeared, but 
there is at least one firm, the Associate Cassa of Amsterdam, which doe.^ 
business on tlie old lines. All its loans are made out of capital, or from 
deposits specially designated for that purpose. No other banks are conducted 
on this plan. 

Dutch banks of deposit approach very nearly to the English type. Of 
the funds entrusted to them they only keep sufficient for till-money, the 
remainder being invested at call or otherwise, and all rely with confidence 
upon the facilities granted by the Bank of the Netherlands for obtaining 
credit. Their operations, if limited c{)mpanies, are restricted to a great 
extent, for they may nut grant loans on real estate or on note of hand, 
neither may they buy bonds for their own account except to a limited 
extent. 

Other institutions use their resources in any way they think fit, and is 
is only in Amsterdam and Kotterdam that the genuine bank of deposit it 
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to be found. In those cities the banker is also the stockbroker, and some- 
times the credit society or its agent. . 

The system of deposit banking is not yet very strongly developed in 
Holland, neither is the cheque so well known as in England. The bank 
note is used instead, and its circulation per head is the second largest in the 
world, that of France alone being greater. This shows that bank notes 
have an exceedingly wide range, and have not been superseded by other 
instruments of credit better adapted for economy in the use of coin. 

Credit Societies (Credit-vereenigingen). — These are quite different 
from the German Credit-mveine, their business is on a large scale, and is 
not specially designed to satisfy the demand for small loans. The liability 
of each member is limited to the amount of his sliare, which is the maximum 
loan he can obtain by any means whatever. The society has its own 
capital, composed of the subscriptions of its members, which are {a) borrow- 
ing, and (&) non-borrowing. Each borrower must pay up a certain per- 
centage of his share, and give his acceptance at three months or thereabouts ; 
the society can then discount this at the Bank or elsewhere, and has thus 
another source to draw upon, together with deposits, which are accepted, 
and current account balances. These credit societies are establishing 
agencies, and are gradually spreading all over the country. 

Miscellaneous Banks. — There are many other establishments in 
Holland which do not come under either of the above headings. Their 
operations are of a very wide nature, and include bills of lading, the pur- 
chase and sale of bonds, bills of exchange, and coupons. Financial com- 
missions of all kinds are also undertaken, and many houses do a regular 
banking business. 

Post Office Savings Banks were established in 1881. Their functions 
are well known. 

Mortgage Banks also exist. They issue mortgage bonds, and thus 
procure the means to lend on real estate for long terms. 

Banking in Italy 

Historical. — If England is the mother of parliaments, Italy is the 
mother of banks. 

The Bank of Venice, usually considered to be the oldest bank, was 
founded in 1156 as a result of forced loans, whereby the State carried on 
its wars with the Eoman Empires of the East and West. 

These loans were converted into perpetual annuities, and Government 
Commissioners issued stock certificates to creditors, the bank* being at this 
stage merely a transfer office for the national debt, which served certain 
purposes of exchange in those days, much as similar securities do now. 

It was not until the latter part of the sixteenth century that deposit 
banking took its rise in Venice, when foreign coins were received at their 
bullion value, and certificates issued promising to pay an equal Weight of 
bullion of the same fineness. 

The Bank of Venice, as usually known, was founded by decree of the 
Senate in 1619. 

In 1344 the Government of Florence owed about £60,000, and being 
unable to pay it, convert(?d the whole into transferable stock, which was 
called a Mount or Bank (literally, a heap). Monte was the Italian term 
for a joint-stock fund, thus different Venetian loans were termed Monte 
Vecchio, Monte Nuovo, Monte Nuovissimo (old, new, newest). The Mont 
de Pietti at Paris and Monte dei Paschi, a mortgage bank at Sienna, are 
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other examples of the use of the word. The Germans had considerable 
commercial relations with Northern Italy at this period, and their equiva- 
lent word was Banck, Which was promptly Italianised into Banca ; from 
this the English form is easily seen. In the early days of American finance 
a '' bank ” was invariably connected with the issue of a batch of paper 
money. The term was applied to the sum of money in contradistinction 
to the institution itself. 

The wars of the fourteenth century led to the formation of the Bank of 
Genoa, while the multiplicity of Government creditors was the reason for 
founding the Iknk of St. George in 1407, which became tlie State banker 
and financial adviser from that time forward. 

The private bankers of the great cities of Italy were the original proto- 
types of modern loan and deposit banks ; the Jews were the money-lenders 
of the dark ages, the business being left entirely in their liands owing to 
the Christian abhorrence of usury. Presently the Christians began to 
expel the Jews from one country after another, and then the Christian 
merchants of Lombardy and elsewhere began to remit money by bills of 
exchange and to lend at interest. The circulation of notes payable to 
bearer and redeemable on demand in coin was not developed until the time 
of the Bank of Amsterdam. The wars of Napoleon changed the bound- 
aries of states, destroyed the freedom of the great cities of Italy, and 
brought most of the old banks to an end. 

The first successful attempt to found a modern bank in Italy resulted 
in the Bank of* Genoa, established in 1844 with a capital of 4,000,000 lire, 
in addition to which it received a Government subsidy of like amount, on- 
which it paid 2 per cent interest. It was supervised by two royal 
commissioners. 

The Bank of Turin was founded in 1847 witli a capital of 4,000,000 
lire, but the troubles of 1848 caused it to unite with the Bank of Genoa at 
the end of 1849, under the new title of National Bank of Sardinia,’' with 
offices at Genoa and Turin. 

In 1848 the Bank of Genoa lent the Government 20,000,000 lire, its 
notes were made forced legal tender, and its (urculation increased by 
20,000,000 lire ; the loan was rejiaid and specie payments resumed next 
year. From this time the Bank became intimately connected with the 
fortunes of the rising kingdom of Sardinia, its sphere gradually extending 
with the successes of the royal arms. 

It was reorganised in 1859 as the National Bank of the Kingdom of 
Italy, with an increased capital of 40,000,000 lire, and three coequal 
head offices in Genoa, Turin, and Milan respectively. Branches were estab- 
lished in many of the chief cities, in some cases absorbing the leading 
banks already existing there. 

The conquest of the Two Sicilies did not result in the destruction of 
the Banks of Naples and Sicily, but several branches of the National 
Bank were planted in the southern portion of the newly consolidated 
kingdom. 

It was not until August 1893 that the constitution of the Bank was 
radically changed, although it was compelled to enter into close relations 
with the Government, and accept forced legal tender for its notes in order 
to supply the State with funds. When tlic war of 18G6 broke out specie 
payments were suspended, but forced legal tender applied only to the 
notes of the National Bank, which was also required to furnish notes to 
the other banks without charge. 

It was the intention of the Government to unify the banking as well 
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jis the political system of the kingdom, but existing rights were respected. 
No new bank was permitted to be established without special legislation, 
l)ut there were five other banks of issue doing business side by side with 
the National Bank. These were the Bank of Naples, the Bank of Sicily, 
the National Bank of Tuscany, the Tuscan Bank of Credit, and the Roman 
Bank. They complained that they suffered on account of the special treat- 
ment accorded to the National Bank, and to remedy this the Consorzio was 
established in 1874. 

By this arrangement tlie banks* were formed into a syndicate for the 
withdrawal of Government notes and substitution of the notes of the 
National Bank, which were to be legal tender throughout the kingdom, 
while the notes of the other banks were to be legal tender only in their 
own provinces. 

The associated banks Aveie required to supply the Governnient with 
credit to the amount of 1,000,000,000 lire, a certain portion being in gold. 
The Consorzio came to an end in 1884, when forced legal tender was also 
abolished. 

During 1892-93 the entire banking system of Italy almost collapsed. 
The crisis commenced witli the suspension of specie payments and the 
failure of the Roman Bank. It was found that most of the banks had 
illegally increased their circulation with the connivance of public officers, 
and had locked up their funds in investments not easily realised. Upon 
investigation it was ascertained that huge sums had been paid to Ministers, 
deputies, and others, . either as gifts or ostensible loans. When the full 
extent of the disaster had been ascertained, it was seen that a clean sweep 
of the old system could not be avoided, and the occasion was seized as a 
further step in the policy of consolidation. 

The new law of August 1893 provided for the amalgamation of the 
National Bank of the Kingdom of Italy with the National Bank of 
Tuscany and the Tuscan Bank of Credit. The new institution was called 
the Bank of Italy, but there is no Bank of Italy in the same sense as the 
Bank of France, the Bank of the Netherlands, and the kindred institutions 
of England and Germany. 

The Roman Bank had already passed away; thus there remain in 
Italy three great banks of issue — the Bank of Italy, the Bank of Naples, 
and the Bank of Sicily. 

The former was required to establish branches wherever those of the 
National Bank of Tuscany previously existed. The capital was fixed at 
300,000,000 lire, and its privileges coniirmcid for twenty years. The 
maximum limit of circulation during the continuance of forced legal tender 
was 800,000,000 lire for the Bank of Italy, 242,000,000 for the Bank of 
Naples, and 55,000,000 for the Bank of Sicily. By 1907 these* sums 
must be reduced to 630,000,000, 190,000,000, and 44,000,000 respectively ; 
and each bank must possess a reserve equal to one-third of its circulation, 
failing which the circulation must be reduced within three months, and 
the amount of the reduction transferred to the banks which possess or pay 
in the necessary reserve. 

The authorised circulation may be increased provided the excess be 
covered by legal coin or gold bullion ; it may also be increased for the 
purpose of lending to the Government. 

The reserves of the banks when on a specie basis are fixed at two-fifths 
of the circulation, composed of one -third coin or bullion, and the re- 
mainder in approved foreign bills. At least three-fourths of the metallic 
reserve must be in gold. 
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Banks of issue are permanently supervised by the Ministers of Com- 
merce and the Treasury, who make a- special inspection every two years, 
and report to rarliament within three months. 

The new’ banking law did not remedy the evils of a depreciated 
currency, and the Government was again obliged to issue more paper in 
order to supply its pressing needs. In January 1894 the Bank of Italy 
was permitted to issue an additional 90,000,000 lire, the Bank of Naples 

28.000. 000, and the Bank of Sicily 7,000,000; the penal law on these 
issues was reduced to two-thirds of the rate of discount. 

A month later the circulation of State notes was limited to 600,000,000 
lire, and the banks were allowed to redeem tlieir notes on dimiand at their 
market value, provided that they transferred 200,000,000 lire in gold to the 
credit of the Government, and accepted a fresh issue of Government notes 
instead ; but the volume of outstanding notes was not reduced, and the gold 
withdrawn from the banks was not replaced. Such financiering merely 
intensified the deplorable state of the currency, and what the Government 
gained on the one hand it lost on the other by increased adverse rates of 
foreign exchange and diminished gold value of the l^reasury receipts. 

As an expedient to i^rotect the Treasury the coupons of the national 
debt were taxed 20 per cent, which was simply another way of reducing the 
interest from 5 to 4 per cent. 

The depreciated paper drove even the subsidiary coinage out of 
circulation, which found its way principally to France and Switzerland. 
At one period it was found that over 40 per cent of the French subsidiary 
circulation consisted of coins of other States composing the Latin Union, 
but mainly Italian. Means were taken for sending back these coins, and 
the Italian Government, in order to prevent its silver from again straying 
abroad, locked it up in the Treasury and issued small notes against it. 

A special inquiry into the condition of the banks gave but faint hopes 
of the restoration of a healthy state of affairs, but an attempt in this direc- 
tion was embodied in the arrangement of February 1895, which the Bank 
of Italy was practically obliged to accept. 

By its terms tlie banks were allowed fifteen years in which to realise 
their unavailable assets, and the Bank of Italy undertook the winding up 
of the Boman Bank, receiving for its services, after giving certain guaran- 
tees, the custody of provincial public funds. Sums above 40,000,000 lire 
were to bear interest at per cent. The Bank was to deposit 50,000,000 
lire in national securities with the Treasury as a guarantee fund, and after 
six years to increase the amount to 90,000,000 lire ; at the same time 
advances to the Government were to be increased from 90,000,000 to 

100.000. 000 lire. Shareholders were required to pay up a further sum of 

30.000. 000 lire on their shares, and to reduce the capital by a like amount. 
As a reserve fund to cover losses by the Koman Bank, the sum of 

4.000. 000 lire was to be set aside in 1894, 5,000,000 lire in 1895, and after- 
wards 6,000,000 lire ahnually ; any profit remaining might be divided 
among the shareholders to the extent of 40 lire per share. 

The Schulze-Delitzsch cp-operative institutions of Northern Italy are a 
special feature of the national banking system. Their capital consists of 
the paid-up shares of the associates, who must hold at least one each, and 
complete their subscriptions within three months. A society is worked by 
meetings of its members formed into various committees, such as the 
Council of Administration, the Discount Committee, and Committee of 
Experts. 

Ordinary commercial paper is discounted, and advances made upon 
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warehouse warrants. The society also grants loans on honour only, with- 
out security, to persons of good reputation who have a trade or shop, and 
are recommended by two sponsors. The maximum amount of a loan 
under these conditions is 100 lire, repayable by weekly instalments. 

In Southern Italy the three great banks of issue pursue an equally 
beneficent course towards small traders, cultivators, and even labourers. The 
law of 1887 also permitted them to grant loans for agricultural purposes. 

But the people’s banks obtain a very valuable privilege from the great 
banks, inasmuch as they can get their commercial paper rediscounted by 
them at very low rates. The Bank of Nfiples rediscounts at 1 per cent 
below its usual rate, and the Bank of Sicily deals witli the people’s banks 
in an equally liberal manner. 

On the other hand, the great banks find that they are in a great 
measure relieved of the difficulty of discriminating between the different 
classes of paper offered them. The officials of the popular banks have such 
a wide knowledge of their borrowers, that their paper is selected with 
extreme care, fraud is rare, and practically impossible. The relationship 
between the two is very similar to that existing between the London bill 
brokers and their patrons the big banking corporations. 

In the year 1899 there were 818 co-operative credit societies and 
popular banks in Italy, in addition to 158 ordinary credit- companies, and 
eleven establishments of the Credit Foncier. Post Office Savings Banks, 
established in 1876, numbered 5233, and there were 464 private Savings 
Banks, all subject to Government regulation and supervision. 

The deposits in the Post Oflice Savings Banks aiiiountod to 628,000,000, 
and in ordinary banks to 1,431,000,000 lire. 

It is pleasant to record that the strenuous efforts put forth by the 
Italian Government during the past few years with the object of restoring 
the finances of the country are meeting with great success. It is a striking 
fact that in 1895 the circulation of the three great banks of issue amounted 
to a grand total of 1,055,000,000 lire, which sum was reduced in 1900 to 
471,000,000 lire. The following extract from a recent issue of the 
Financial Neirs (July 1903) gives an admirable siiiiimary of the present 
situation :~ 

“ For some years past the material conditions prevailing in Italy have 
undergone steady and almost nninterrnpted improvement. The natural 
resources of the country have been systematically developed, old industries 
have been revived and modernised, and new industries have been successfully 
established especially in the northern and central districts. Economies of a 
fixr-reaching character have been introduced and insisted upon, alike by 
the Government and by the more go-ahead of the local authorities, and in 
place of serious deficits in the public finances year after year, recent 
budgets have shown balances on the right side. The result has been seen 
in a marked advance in Italian criidit and in the value of Italy’s securities. 

“ Less than a decade ago Italian Kentes stood at about 71 ; they have 
since risen to well over par ; and the fact that the exchange on London 
and Paris, which not many years ago involved a loss of fully 16 per cent 
to Italian traders, has steadily fallen to the normal level is an especially 
favourable feature in the economic condition of the country.” 

Banking in Japan 

Paper money was used in Japan from a very early period, but its 
modern history may he said to date from the overthrow of the feudal 
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system in 1868, when the Mikado assumed full control of the government 
of the country. In order to pay the indemnities granted to the feudal 
lords as compensation for the surrender of their ancient rights, it was 
considered advisable to continue the circulation of the existing paper 
money; this was presently followed by a new and improved issue which 
attained to a still wider circulation than the old. 

The birth of the banking system of Japan may be traced to the 
establishment of “exchange houses” in many parts of the country in 
1869, but these did not ]3rosper, and the next step was the establishment 
of National Banks under the Govermnent National Bank Eegulations of 
1872, which followed rather closely the National Bank system of the 
United States. 

The Icigislation of 1872 was intended chiefly to maintain the value of 
the Government paper money, the redemption of which was partially 
provided lor by the issue of Government stock. Banks were required to 
secure their circulation with stock, the notes being redeemable in gold on 
demand ; but this was soon found to be impracticable on account of the 
persistent depreciation of silver and the excess of paper. 

Thereupon the National Bank regulations of 1872 were hastily re- 
modelled in 1876, the banks being authorised to redeem their notes- in 
Government paper. Bank capital was allowed to take the shape of any 
kind of Government stock, which was to be deposited with the Treasury in 
return for 80 per cent of the amount in circulating notes. 

The next live or six years saw a great increase in the number of banks, 
which,' including branches, numbered 260 in 1880 ; but the state of affairs 
continued to grow worse. Paper fell 40 per cent below silver in value, 
and 50 pc'.r cent below gold, while a further issue of Government paper to 
pay the cost of putting down the rebellion of 1877-78 merely aggravated 
monetary conditions. 

An immediate effort was made to restore something like order in the 
financial system by the suspension of further issues of paper, and the 
issue of short-t(?riii interest bearing Treasury bonds redeemable in 
Government notes, in addition to long-term 7 per cent bonds redeemable 
in silver. A certain portion of these bonds were redeemed by annual 
drawings, and an equal quantity of paper moniiy burnt. Mi'asures such 
as these have always proved efiicacious under similar conditions, and the 
usual result followed here. 

Having got rid of the incubus of the feudal system the - domestic 
industry of Japan soon broke forth into foreign exports, which gave rise 
to inpouriug streams of foreign silver in return. Banks bought up the 
depreciated j)aper in such quantities that the issue of bonds was curtailed 
lest a deficiency of currency should follow. Specie was received by the 
Customs at its current value in paper, which a few years later was quoted 
in the neighbourhood of par. 

It was in 1881 that Count Matsukata Masayoshi assumed the supreme 
control of the finances of Japan. A few years before, when Vice-Minister 
of Finance, he had successfully initiated a system of private ownership of 
land, combined with land taxation and a conversion of the hereditary 
pensions of the warrior class into bonds. It may well be imagined that 
the Count was by no means satisfied with the existing order of things, it 
being tlie great aim of this “financier of the first order” to set the 
banking and monetary system of his country upon a firm and enduring 
foundation. 

His travels in Europe and America, and his close observation and study 
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of the various systems of the West, admirably qualified him for the task, 
the results of which, together with a description of the means whereby 
these results were attained, he has embodied in his ll&'po'Tt oii the A.do])tion 
of the Gold Standard in Ja.j)an, from which much of the information 
contained in this article is extracted. * 

As already stated, the modified system of 1876 was hasty, and therefore 
imperfect. The existing banks were comparatively small and situated in 
circumscribed localities, their business relations were of the most meagre 
description, and esprit de corps there was none. A state of affairs was 
possible in whicli one bank * might hold an ample siirjdus, while its 
neighbour was in dire need; but mutual assistance was neither expected 
nor afforded. 

TIu 3 Minister of Finance of the day felt that adjustment of the 
Government paper was needed, and that to do this satisfactorily a great 
central bank was necessary, which should also be invested with the sole 
privilege of issuing convertible bank notes. 

It would also serve as the supreme organ for regulating the currency of 
the country, for discounting bills of exchange in order to regulate the 
influx and efflux of specie and bullion, and for performing certain services 
for the Treasury so as to simplify the l)usiness of the Exchequer. 

It was contended that a big central l)ank, if established, would — 

1. Facilitate the circulation of currency throughout the country. 

2. Be able to supply capital to National Banks, as well as to trading 

and manufacturing companies. 

o. Lower the current rate of interest, because it would increase the 
supply of loanable capital. 

4. Transact Government business to the advantage of the Government, 
and establish foreign correspondence. 

Accordingly, the Bank of flai)an (Nippon Ginko) was founded on 
October 10, 1882, with limited liability and a capital of 10,000,000 yen, 
since increased to 30,000,000 yen. The head office is situated in Tokio, 
with eighteen branches elsewhere, and its charter runs for thirty years. Its 
shares are all registered, and only Japanese subjects may hold them. 
Shareholders must he approved by the Minister of Finance. The 
management of the Bank is entrusted to a governor, vice-governor, and 
four directors ; there are also from three to five auditors. 

The first notes issued by the Bank were redeemable in silver on 
demand, and it was by their instrumentality that the disparity l)otween 
silver and paper m6ney disappeared in 1886. 

The Bank was allowed an uncovered circulation of 85,000,000 yen, of 
which not more than 27,500,000 yen were to replace hank notes cancelled 
after 1887. 

The German “elastic limit” was also adopted, together with the 
accompanying tax of 5 per cent upon excess issues ; hut of course the 
circulation might be increased to any extent when covered by specie. 
The circulation not covered by specie must be covered by good commercial 
paper or Treasury bonds. 

The Act of 1883 provided for the retirement of the notes of the local 
banks at the expiration of the twenty years for which they were chartered by 
means of funds deposited with the Bank of Japan. The charters of the 
banks ran out between 1896 and 1899, and by December of the latter 
year Treasury notes and National Bank (Kokusitsu Ginko) notes were 
withdrawn from circulation. The paper money now in circulation consists 
of Nippon Ginko notes, or notes of the Bank of Japan, which are redeem- 



FOEEIGN BANKING 81 

able in gold on demand ; their circulation on April 1, 1902, amounted to 
187,194,336 yen. 

In December 1900 there were in existence in Japan 2534 fianks of 
various kinds, having 2213 branches. 

Of these the common banks numbered 1802, with 1374 branches, and 
deposits amounting to 437,000,000 yen. 

The Savings Banks numbered 681, with 814 branches, and 29| millions 
of deposits. These banks must be joint-stock and have a capital of not less 
than 30,000 yen. One-half the paid-up capital must be deposited with the 
Treasury in the shape of Government bonds as a guarantee fund for 
deposits. 

During the official year 1900-1, 2,335,173 persons deposited 39,434,012 
yen, and withdrew 14,700,563 yen from the post offices, which also act as 
savings banks. 

The Yokohama Specie Bank, with its eighteen branches, ranks next to 
the Nippon Ginko. It was founded in February 1880 with the object of 
discounting bills drawn on foreign countries, so as to afford banking facilities 
to importers and exporters. It originally issued bank notes secured with 
bonds convertible into specie. 

Its capital consisted of 1,000,000 silver yen in shares held by the Govern- 
ment, in addition to 400,000 silver yen, and 1,600,000 paper yen held by 
private shareholders. ' 

As the value of silver differed widely from that of paper, and constantly 
varied, separate accounts had to be kept for the two, and these presented so 
many difficulties that the bank was entirely reorganised in July 1887 with 
a capital of 18,000,000 yen, all of which is paid up. 

The Hypothec Bank of Japan was founded in 1897, and is the chief 
mortgage bank of the country. This form of banking is evidently popular, 
as l(x;al liypothec banks have since been formed to the number of about 
fifty, with a paid-up capital of 30,000,000 yen. 

A Credit Mobilier was established in February 1902, its capital of 
10,000,000 yen being subscribed three times over. Apparently it has a 
very successful future before it. 

The Gold Standard. — The return of Count Matsukata to power in 
1895 was marked by another great reform. The adjustment of the imper 
currency accomplished in 1886 prepared the country to reap the advantages 
of a scientific coinage. The rate of interest had become low, commerce 
and industry began to expand, but J apan was still a silver country, and had 
now to contend with a steady and continuous depreciation of the white metal. 

Guided by the history of the Latin Union and the experience of other 
countries, the Count at once attacked the problem with the courage and 
sagacity for which he is renowned, and was quick to discern the benefits 
that would follow the adoption of a gold standard. 

He accordingly prepared and carried in 1896 the measure which estab- 
lished the present golti standard in Japan. It was a fortunate coincidence 
that during the period in which the change was being effected the price of 
silver was almost stationary, so that prices were undisturbed, and the 
burdens of debtors unaffected. Since the adoption of the gold standard 
Japanese bonds sell well in the London market, and the rapid progress 
made by the country in every branch of trade gives great cause for satisfac- 
tion, and amply proves the wisdom and discernment of the great financier. 

The present monetary law of Japan dates from October 1897. The unit . 
of value is the yen, which is not coined, but is equivalent to exactly 0*75 
grammes of pure gold. The coined metal is fine, and the coins minted are 
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the 20-yeii piece, weighing 16*666 grammes, its least current weight being 
16-575 grammes ; the 10-yen and the 5-yen piece of proportionate weight. 

The gold coins formerly issued were of 20, 15, 10, 5, 2, and 1 yen 
respectively. They* contain twice as much gold as the new coinage ot the 
same denomination, hence they circulate at twice their face value. This 
fact should be carefully noted. The old 1-yen piece weighs 25*72 grains. 
Since the sovereign contains 7*32238 grammes of pure gold, we deduce a 
mint par of exchange with Japan of 1 yen = 24*58 pence. Gold coins are, 
of course, legal tender to any amount, and worn coins having suffered only 
fair wear and tear are exchanged free of charge. 

Silver coins are legal tender for sums not exceeding 10 yen, and bronze 
up to 1 yen. 

The 1 yen silver coin lias been withdrawn from circulation. The silver 
coins now current are the 50 sen, 20 sen, and 10 sen. The 50-sen piece 
weighs 208 grains fine, the other coins weighing in proportion. 

The 5-yen piece is of nickel. The bronze coins are the 1 sen and 5 I'iii. 

10 rin = 1 sen, and 100 sen = 1 yen (or dollar). 
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ArrENDIX 


jYote to ^^Eankiiif/ in I/ollanrit’ p. 72, sec. 8. 

In accordance with the law recently jiassed (October 1903) by the Dutch States- 
General, the privilege of the Bank of the Xetherlands, which was to expire on 
31st March 1904, has been extended until 31st March 1919, when it may be 
renewed from year to year. ^ 

The Bank consents to act, without any remuneration, as the banker ot the 
State, the Postal Savings Banks, and the State Ibsurancc Bank, in exchange for 
which services it is entitled to issue notes of the value of 25 florins and less, but 
not of a lower value than 10 florins. Tliese notes will be lirought into circulation 
in proportion to the withdrawal of the 50 florin and 10 florin Treasury notes now in 
existence, in which task the Bank will assist the Treasury until 1st October 1904. 

As the total amount of Treasury notes in circulation is estimated at 15,(X)0,000 
florins, the Bank, at the request of the .Minister of Finance, will have to grant 
advances to the Treasury up to 15,000,(XX) florins on tlie guarantee of such notes. 
This obligation, however, will lajise as soon as the State resumes the issue of' 
paper money. 
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Meaning of the Teem 

In technical usage the term “foreign exchanges'’ means the rates of ex- 
change at which foreign payments are made, or, in other words, the prices 
of foreign bills of exchange, these bills being the medium through which 
the mutual indebtedness of nations is normally discharged. This is the 
sense in which the term is used when we sjieak of the exchanges rising or 
falling, being for us or against us. But in a wider sense it may be taken 
to denote the system under which international debts are settled by means 
of bills of exchange ; and it is only by examining the nature and working 
of this particular department of the credit system that we can understand 
the conditions determining the prices of foreign bills or the rates at wliicb 
exchanges are made. 

Nature of the Transaction 

111 its most general form the position is admirably stated by A^iscount 
Goschen : — “ That which forms the subject of exchange is a debt owing by 
a foreigner and payable in his own country, which is transferred by the 
creditor or claimant for a certain sum of money to a third person, who 
desires to receive money in that foreign country, probably in order to assign 
it over to a fourth person in the same place, to whom he in turn may be 
indebted” {Theory of the Foir/ign Exchanges^ p. 2). We may suppose, for 
example, that, as the result of international commerce, one group of French 
merchants, A, owes Piritish merchants, B, a certain sum, while another 
group of French merchants, C, is entitled to receiver on the same day from 
other British merchants, D, an equal amount. Then the loss in 1‘reiglit, 
insurance, and interest involved in the double transmtssiou of bulUon in 
settlement of these debts will be avoided if A pay C while I) pays B. This 
is practically ettected by the use of hills of excliange. C, for example, may 
draw bills on 1) for the amount owing, and through the medium of the 
brokers sell these hills to A, who will send them to B, by whom in turn 
they will be presented through the medium of the brokers to D for pay- 
ment. In this case D’s debt is said to be drawn for, and A’s to he remitted 
for. If on the other hand we suppose that to etfect a settlement B draws 
on A and sells to D, who remits to C, we have A’s debt drawn for and D’s 
remitted for. 
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Kemitting and Drawing 

By the custom of trade the great bulk of the foreign indebtedness to 
this country is remitted for, only a small percentage being drawn for. In 
other words, the bills drawn abroad on this country far exceed those drawn 
here on foreign countries. This custom is attributed to the operation of 
those causes that have combined to make London the world’s “ clearing- 
house.” Owing to the enormous volume of our foreign trade and invest- 
ments, the stability of our gold standard, and the great credit of the London 
houses, good bills on London are always in demand. The drawing and 
negotiation of the bills being thus for the most part effected by the foreign 
merchant it follows that, with a few exceptions, such as the Indian ex- 
change, the rates of exchange between London and foreign cities are fixed 
abroad. The London (piotations are for the most part adjusted to the 
telegraphed foreign quotations. By this custom the gain or loss arising 
from exchange fluctuations accrues to the foreigner ; and this accounts for 
the comparative indifference with which such movements are regarded in 
this country, where the majority of merchants — selling for sterling to be 
paid in bills on London — have not, save indirectly through the reaction on 
the rate of discount (v. inf. p. 89), any interest in exchange fluctuations. 

Eeal Par and Mint or Nominal Par 

If, as assumed in the example given above, the debts due by the two 
countries to each other were in every respect equal — that is, equal in 
amount and of equal credit, payable on the same date and in the same 
currency — then there would l)e nothing to cause fluctuations in the price 
of foreign bills. The exchange between the two countries would be at i)ar. 
But we have no means of knowing whether the indebtedness on each side 
at any given time is equal. This real par is therefore purely ideal. The 
mint or nominal par, on the other hand, is the expression of a concrete fact 
determined by the mint regulations of the two countries. By these regula- 
tions one English sovereign contains approximately the same amount of 
fine gold as 25*22^ francs, or 20'43 German marks, or 4-86| United States 
dollars. This mint par is thus the result of a comparison of the legal 
weight and fineness of the coins of the respective countries, and is in no 
way dependent on the actual condition of the currencies. It can be altered 
only by a modification of the law defining the standard coin in one or other 
of the countries concerned. About this nominal par the exchanges fluctuate 
owing to inequalities in one or more of the four elements already mentioned. 

Kise and Fall, Favourable and Unfavourable, Specie Points 

It is convenient to begin by confining attention to one of these causes 
of fluctuation — the balance of indebtedness. Suppose, for example, that 
the debts payable by France to England on a given date exceed those due 
by England to France, i.e. the balance of indebtedness is against France 
and in favour of England. • Then, under these circumstances, there will be 
in Paris an excess of demand for bills on London, by people having jiay- 
ments to make there, over the su]3ply of such bills, since relatively few liave 
payments to receive there. The exchangci will turn against Paris and in 
favour of London. In other words, to avoid the trouble, risk, and expense 
of sending bullion, those who have payments to make in London (e.g., 
French importers) will compete for bills on London. To obtain these they 
will offer more than their nominal value, i.e,, bills on London will rise to a 



FOKEIGN EXCHANGES 


87 


premium, or more than 25 *22^ francs will he paid in Paris for a bill for £1 
payable in London. In this case the exchange is said to have risen above 
par ; and this may go on till the export specie or gold point is reached, i.e. 
till the party having the payment to make in London finds that it will pay 
him better to incur the expense of sending bullion than to buy a bill at 
the existing rate. 

Similarly, if the balance is in favour of France and against England, 
there will be in I*aris an excess of supply of bills on London over the 
demand for such bills. The exchange will turn against London and in 
favour of Paris. In other words, to get rid of their bills, the sellers {e.g, 
French exporters) will offer them at less than their nominal value, i.e. bills 
on London will be at a discount, or a bill for £1 payable in London will 
fetch in i'aris less than 2o'22 J francs. Here the exchange has fallen below 
par. But, again, this fall cannot go beyond tlie gold-import or specie point, 
i.e. the point beyond which it would better pay the party having the 
payment to receive in London to incur the expense of bringing home bullion 
tQ Paris than to sell his bill. 

The expense involved in sending £1 between London and Paris differs 
slightly in different cases, but it may be taken as approximately 10 centimes. 
When therefore the exchange rises to 25'32| a movement of bullion will 
take place from ]\aris to London, while a fall to 25'! 2^ will cause it to be 
shipped from London to Paris. Twice the cost of transmitting bullion is 
thus the utmost range of exchange fluctuations, when these fluctuations are 
due solely to changes in the balance of indebtedness, and not to differences 
in the time which must elapse before the bills have to be met, or to the 
state of credit or of the respective currencies. 

The Course oe Exchange — Interpretation of “Bise” and “Fall” 

Whether a rise in the exchange is to be taken as favourable, and a fall 
as unfavourable, or the reverse, depends on the manner in which the ex- 
change is ipioted. In the (piotation the currency unit of one country must 
he taken as the fixed term, and the number of units of the other currency 
that exchange for it as variable. In the example of the London-Paris ex- 
change already dis(;ussed the pound sterling is taken as fixed, and the 
number of francs given for it as variable, and a rise in the exchange is seen 
to be a movement against I’aris and in favour of London. But had the 
franc been taken as tlie fixed term and the number of pence given for it as 
the variable, a rise in the exchange would have meant a movement against 
London and in favour of l^aris. 

Now, which currency is taken as the fixed term depends on custom. 
On the Continent the usual practice is to quote all exchanges in terms of 
the home currency, i.e. the currency of the country in wliich the bill is 
negotiated, the foreign currency unit being taken as tlie fixed term. Thus 
France quotes all in francs, Italy in lire, Holland in florins (guilders), 
Germany in marks. Under this system a “rise in the exchange ” means 
invariably a rise in the price of foreign bills, or a movement in the ex- 
change against the home country. But in Portugal and in most extra- 
European countries this rule does not obtain. In some of these all the 
exchanges are quoted, not in terms of the liome currency, but in terms of 
the currency of the country on which the bill is drawn. Thus Buenos 
Ayres, Monte Video, and Valparaiso quote in pence, francs, or marks for 
one peso. But in other cases tlie same place adopts diflerent principles 
with different exchanges. New York, for example, quotes London in 

7 
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doUai's for £1 sterling, but l^aris in franca for $1. Again, Lisbon and Eio 
quote I'aris in reis for one franc, but London in pence for one milreis. In 
this case a rise in the Paris exchange is against Lisbon, while a rise in the 
London exchange is in favour of Lisbon. 

In London, as a rule, for convenience of comparison, the exchange is 
quoted in the same terms as it is quoted abroad. To this rule there are 
three exceptions — the United States, the Spanish, and the Eussian ex- 
changes. In New York the exchange on London is given as already noted 
in dollars for £1, but London perversely quotes New York in pence for $1. 
St. Petersburg and Madrid formerly quoted London in pence to the silver 
roulde and duro respectively, and London still adheres to this practice, 
though St. Petersburg now quotes London in roubles lor £10, and Madrid 
quotes London in pesetas for £1. But with these exceptions the general 
rule is as stated above, and under it the London rates of exchange fall into 
two groups. 

(A) In the one group the pound sterling is taken as the independent 
unit or fixed term, and the amount of foreign currency — e.g. the French 
francs, German marks, or Dutch Horins, for which it exchanges — as the 
dependent quantity or variable price. This group includes all the European 
exchanges except the Eussian, Spanish, and Portuguese. 

(B) In the other group the foreign currency unit — e.g. the Eussian 
rouble, Spanish duro, Portuguese milreis, United States ddlar, or Indian 
rupee — is the fixed term, and the variable is the number of British shillings 
and pence given for it. This group includes most of the extra-European 
exchanges, as well as those of the three European countries mentioiuHl 
above. 

The country or place the currency of which is taken as the inde})endent 
unit is said to receive tlio variable price., and the place the money of which 
forms the dependent quantity is said to give the variable price. Thus 
London receives from Paris, Berlin, or Amsterdam, and gives to Lisbon, 
Calcutta, or New York, 

In the case of tlie first group (A), a '' rise in the exchange ” means a 
fall in tlui price of foreign bills. Thus, if the Berlin exchange rises above 
par bills on Berlin are at a discount, or £1 will purchase a bill for more 
than 20 '43 marks, and the exchange is for or favourable to London, and 
against or unfavourable to Berlin. (Jonversely a fall in exchange means 
a rise in the price of foreign bills. If, for example, the Paris exchange falls 
below par, bills on Paris are at a premium, or £1 will yjurchase a bill for less 
than 25’22i francs, and the exchange in this case is against London and in 
favour of Paris. Thus all exchanges in which London receives the variable 
are favourable when above par and unhivourable when below par. 

In the case of the second group (B), on the other hand, a rise in the 
exchange” means a rise in the price of foreign bills. Thus if the American 
exchange rises above par bills on New York are at a premium, or more than 
49 must be given for §1, showing 4hat the exchange is unfavourable to 
London. If, on the other hand, the Spanish exchange falls below par bills 
on Spain are at a discount, or less than 47 id. will be given for a duro, and 
the exchange is favourable to London and against Spain. All exchanges 
in which London gives the variable are thus seen to be favourable when 
below par, and unfavourable when above par. 

It apy)ears, therefore, that the interpretation of rise ” and “ fall ” 
depends on which currency unit is taken as the fixed term, and which as 
the variable price. 

The following tables from the Economist of 11th April 1903 show (1) the 
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London course of exchange ; (2) the discount quotations in the leading 
cities ; and (3) the foreign rates of exchange on London 


London Course of Exchange 


On 


Paria . . . 

Do. . 

Marseilles . 
Amsterdam 
Do. . 

Berlin 
Hamburg . 

Frankfort . 

Vienna and Trieste 

Antwerji . 

St. Petersburg . 
Moscow 

Genoa, Naples, etc. 

Madrid, Barcelona, etc 
Lisbon 

Switzerland 


Usance. 

Prices Negotiated on ’Cliange. 


April 2. 



Aijril 7. 


Cheques 

25 

iH 

25 

2G 

25 

10.1 

25 

211 

3 months 

25 


25 

424 

25 

374 

25 

424 

)> 

25 

374 

25 

424 

25 

374 

m 

25 

424 

At sight 

12 

n 

12 

31 

12 

12 

34 

3 months 

12 

5 

12 

5i 

12 


12 


,, 

20 

66 

20 

70 

20 

65 

20 

69 


20 

66 

20 

70 

20 

65 

20 

69 


20 

66 

20 

70 

20 

65 

20 

69 


24 

23 

24 

33 

24 

23 

24 

33 


25 

38-^ 

25 

43f 

25 

00 

25 

432 



24} 

24}| 



2411 

241' 

1 



24J 




242 

24| 



25 

474 

25 

574 

25 

482 

25 

GO 

n 


m 

35 



342 

35 


?> 


41/4 

4111 



41| 

41J 



25 

40 

25 , 

.45 

25 

40 

25 

45 


I _ / Francs andeen- 
J ~ \ times for £1 

) _ /Florins and 
I stivers for £1 
I Reichinarks 
and pfennigs 
I for£l 
f Florins and 

\ kreutzersfor£l 
/Francs andeen- 
\ times for £1 
f Pence for 1 
/ ~ ( rouble 
_ /Lire and cen- 
~ \ tesimi for £1 
= Pence for 1 peso 
— Pence for 1 milreis 
_ /Francs and cen- 
“ times for £1 




The discount quotations current in the chief continental cities are as 
follows. [London hank rate, 4 per cent ; market rate, 3^^ per cent] : — 


Paris 
Berlin . 
Hamburg 
Frankfoi't 
Amstcrdiim 
Brussels . 
Vienna . 
Home 
Turin 


Itank 0])en 

Kate. Market. 

Per Cent. Per Cent. 

. 3 May 24, 1900 2}^ 

. Feb. 12, 1903 2i^ 

. U Feb. 12, 1903 2*^ 

. U Feb. 12, 1903 2g 
. 3“ June 20, 1901 31 

. 3 June 20, 1901 2/ 

. 31> Feb. (), 1902 

. 5 Aug. 27, 1895 4 

5 Aug. 27, 1895 4 


Bank Open 

Kate. Afarket. 

Per Cent. Per Cent. 


Genoa . 
Genova . 

St. Petersburg 
Madrid . 
Lisbon . 
Stockholm 
Christiania 
Copenhagen . 


5 4 

3^ Mar. 12, 1903 3J 
4i Mar. 13, 1902 nom. 
4“ Sep. 11, 1902 3 
5.V Jan. 11, 1899 5 
U Jan. 9, 1902 4 
5 Dec. 1902 5 
4 Feb. 6, 1902 4 


At other centres the latest recorded quotations are : — 


Per Cent. 

New York (call money) . , 5 

Do. (endorsed bills) . 5J 


Calcutta, Bank min. 
Bombay, Bank min. 


Per Cent. 

. 6 
. 7 


Foreign Bates of Exchange on London 



Latest 

Dates. 

Ratos of 
E.vehungo. 

Usance. 

Paris 



April 8 

25T7 

Cheques 

Brussels 



7 

25 -214 

Amsterdam . 



7 

12-13 

Short 

Berlin . 



7 

20-51 


Do. . 



7 

20-304 

3 months 

Hamhtirg 



7 

20 -.50 

Short 

Frankfort 



8 

20-494 


Vienna . 



8 

23-99 
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Foreign Bates of Exchange on London — contin'iied 



Latest 

Dates. 

Rates of 
Exeluuige. 

Usance. 

St. Petersburg 

April 7 

94*05 

3 months 

New York 

8 

4*831 

60 days’ sight 

Lisbon .... 

7 

42g 

Madrid .... 

8 

34*09 


Italy .... 

7 

25-17i 


Rio Janeiro . 

6 

12^^:d. 

90 days’ sight 

Buenos Ayres 

6 

48^d. 

Do. Pm. on Gold 

8 

127i 


Montevideo . 

Mar. 14 

i 

52id. 
Bug. Sng. 

90 days’ sight 

Melbourne 

20 ' 

J dis. ^ pm. 

60 days’ sight ^ 

Sydney .... 

20 ' 

J dis. J pm. 

Adelaide 

20 

^ dis. 1 pm. 

»» i 

Telegraph ’ 

Calcutta 

April 8 , 

vm \ 

Bombay 

8 

1/:^M j 

transter 

Hong Kong . 

8 


Transfer 

Shanghai 

8 


i 


The following are the standards for gold points of the principal gold 
exchanges : — 

Francs. French. Mark.s. German. Dollars. American. 

25-32^ — 4 per tnille tor us 20*52 — 5 per mille for us 4*89 — .5 per mille for us 

25 *221— Par 20*43— Par 4*807— Par 

25*12|— 4 per mille against us ; 20*33—5 per mille against us 4*827—8 per mille against us 

The latest exchanges are : — 

French “cheque” exchange . . . 25 f. 17 c., or 2^ per mille against us. 

German short exchange . . . .20 m. 51 pf., or 4^ per mille for us. 

New York Exchange “Cable transfers” . $4.87i, oi’ G pp^»’ mille for us. 

In published lists such as this only tlie variable prices are given, a 
knowledge of the fixed terms being assumed. In the twofold quotation 
given in the London course the better rate is that for lirst-class bank-paper, 
the worse that for ordinary trade bills. Ikit whether the better or worse 
rate stands first depends on how the exchange is quoted, i.e. whether in 
sterling or in foreign money. 

From the ])receding discussion it is evident that a favourable exchange 
is favourable to buyers of foreign bills, e.g. importers, and i])so facto un- 
favourable to sellers of such bills, e.g. exporters. And in this connection it 
is worthy of notice that the exchanges are unfavourable when, ceteHs paribus^ 
there is an unfavourable balance in the mercantilist sense, i.e. an excess of 
imports over exports. So far the expressions “ favourable ” and “ ii iilavoural )le,” 
as applied to the exchanges, appear as a survival from a time when mercan- 
tilist ideas pjrevailed, an example of “fossil history.’' Eut apart altogether 
from this historical mercantilist interpretation, the use of these epithets 
may be justified from the modern standpoint in view of the intluence of th(i 
state of the exchanges on the bank reserve and the rate of discount. A 
favourable exchange inclines towards the import specie-point. It is favour- 
able in the sense that an iiillow of gold means an increased reserve and a 
fall in the rate of discount, which in turn tends to induce an expansion of 
credit, rising prices, and commercial activity. An unfavourable exchange, 
on the other hand, tends towards the export specie-] )oint. It is unfavour- 
able inasmuch as it threatens a foreign drain of gold with consequent 
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diminished reserve, rise in the rate of discount, contraction of credit, falling 
prices, and depression of traded 

It is to be observed, however, that the course of exchange may be 
fovourable bo this country, while yet there is an “ unfaivourable balance ” in 
the mercantilist sense. The balance of trade is only one of many elements 
tliat go to determine the balance of indebtedness ; and this in turn, as 
alnsady indicated, is but one of the causes atfecting the course of the 
exchanges, on which depends the inflow or outflow of bullion. 

Causes of Fluctuations in the Exchanges 

1. International Indebtedness. — The primary cause of fluctuation is 
to be found in the relative indebtedness of the two countries concerned. 
The reference heni, however, is not to permanent indebtedness, but to the 
debts payable on the date in question. All the world is debtor to Great 
Britain, but, apart from the pcsriodical payment of interest, the magnitude 
of this for(3ign indebted m^ss will not move the exchanges by a hairbreadth 
in favour of this country till the time of the payment approaches. It is true 
that if the payment of any large sum is known to be impending the influence 
of this on the exchanges will be anticipated just as the price of wheat is 
affected by estimatiis of the probable outcome of the next harvest. The 
prices of bills, like tlie prices of cojnmodities generally, are affected by men's 
Ibrecasts of the future relations of demand and supply. But allowing for 
this, it may be said tliat the l)alance of indebtedness which affects the 
exchanges depends on tlie debts whicli fall due and must be ‘settled, and 
not on those that are in ab(3yance. The elements that go to determine the 
balance of indebtedness may be grouped thus : — 

(1) Trade Tndehte(hiess, i.e. Material Iwforts and Ex^mds. — It is clear 
that a country is a debtor to other countries to the extent of the value of 
its imports, and a creditor for the value of its exports. The former, there- 
fore, tell against the balance, the latter in favour of it. Not only are these 
the most inqjortant items in the national balance-sheet, but, as hitherto 
assumed, they may l)e taken as typical of all the otluu's. These others may, 
indeed, be reduced, in so tar as their influence on the exchanges is concerned, 
to terms of imports and (ixports. 

(2) Loans to and Investments in Forevjn Countries. — These, at tlie time 
they are made, act on the balance, and therefore on the exchanges like 
imports into the lending and exports from the borrowing country. The 
lending country becomes a debtor for the time being by importing securities 
for which it must pay in goods or in gold. Only Nvhen the former prove 
inadequate, and l)ills in consequence rise above the specie-point, will the 
latter means of payment be adopted. The borrowing country, on the other 
hand, exports securities, and is creditor till it receives the proceeds of the 
loan. To (;on tract a foreign loan has the same effect on the exchanges as 
an increase of exportation ; and provided it can be done, it is the simplest 
method of correcting an adverse exchange. The s^lle of large holdings 
of foreign stocks will tend in the same direction. 


^ Exchanges. Reserve. • Rate of Discount. Prices. 
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(3) Interest on Foreign Loans and Investments and Repayment of such 
Loans, as xoell as all Donations and Tributes from Abroad. — These tell in 
favour of the balance of the creditor country just as exports do. The 
interest annually received by Great Britain on the immense sums lent to 
or invested in her own colonies, the United States, and Other foreign 
countries, is estimated to amount to upwards of £90,000,000. This tells in 
favour of England’s balance, and goes, together with the annual remittances 
of the American Irish to their kindred in the old country, and the 
remittance home of savings by India civil servants and others, to 
swell the annual volume of imports the United Kingdom is entitled to 
receive. 

(4) Freights, Commissions, Brokerages, etc. — ^A country is a creditor for 
the carrying work done by its ships on behalf of foreigners, and also for the 
commissions earned by its bankers, brokers, and agents wlio transact business 
for foreigners. In the case of imports the freights form part of the price 
paid by the home consumer, but the freight on the exports is ultimately 
paid by the foreign consumer. The element of freight has ])een aptly 
described by Sir E. Giften as an invisible export.” N ow our ships do the 
greater part of the world’s carrying tmde, and it is estimated that the 
United Kingdom earns in freights £70,000,000 annually {v. Gillen, Essays 
in Finance, 2nd series, pp. 171-89). As regards banking and commission 
business it is clear from London’s position as the settling house of the 
world that the amount falhng due annually on this account must also be 
very large. 

The causes discussed under heads 3 and 4 account for by far the greater 
part of the annual excess of imports over exports of material commodities 
in the case of the United Kingdom. 

(5) Expenses of Foreign Residence, Government Folitical arid Military 
Expenses Abroad, etc. — These tell against the balance of the country incur- 
ring such expense. The expenses of absentee Irish landlords must be met 
by exports from Ireland. So also x^^rt of America’s excess of exports goes 
to defray the expense incurred by Americans travelling in Europe. This is 
also an important factor in the Eussian exchanges. “ The bills drawn by 
the travelling x^rinces on their St. Petersburg bankers affect the exchanges 
precisely with the same force as bills drawn on St. Petersburg for the 
chamx)agnc sent thither from France” (Goschen, Theory, X). 20). As much 
may be said of political and military expenditure. Adam Smith’s words 
are apposite to-day. The enormous expense of the late war, therefore, must 
have been chiefly defrayed, not by the exportation of gold and silver, but 
by that of British commodities of some kind or other ” ( Wealth of Nations, 
bk. iv. ch. i.) 

Such are the leading constituent elements of international indel)tedness, 
the comparative amount of which is the primary cause of exchange iluctua- 
tions. It is evident that the necessary conditiem of continued solvency for 
any nation is that its imx)orts must be paid for by exx^orts — taking these 
terms in their' widest sense as including securities, freights, commissions, 
and all forms of immaterial as well as material commodities. A nation, it 
has been seen, may temporarily restore the equation of indebtedness and 
“ correct ” an adverse exchange by borrowing abroad. For the time being 
it exx)orts securities ; but this simx>ly means that in the long-run it must 
export more in the shape of material comimjdities or services. 

So far as international indebtedness is the sole ox:>erating cause, the 
variation in the exchanges is liiffeted, as already explained, by the specie- 
X)oints. But there are other influences to be considered which cause 



FOREIGN EXCHANGES 


93 


fluctuations beyond these limits. Of these there now falls to be considered 
the element of time. Diflerenoes in the time which must elapse before the 
bills become payable constitute, as indicated earlier in this article, a cause 
of exchange fluctuations. This arises from its bringing into play the 
influence of the rate of interest, and allowing greater scope for the influence 
of the state of credit in determining the jnice of foreign bills. 

ir. The Rate of Interest. — {a) Tlie rate in the country where the 
bills are drawn is occasionally important. A liigh rate affects the exchanges, 
“ since it renders the seller more eager and the purchaser more reluctant.’' 
The former is anxious to obtain cash, while the latter hesitates to lock up 
cash. Thus in America in 1861, when the Civil War was impending, there 
was a favourable balance of trade — i.e. there had been great exports to, and 
comparatively few imports from Europe. Therefore, the other elements 
in the balance of indebtedness — e.g. inku’est on loans — not being equivalent 
to this excess of exports, there was an excess of supply in New York of 
bills on London. The price of bills on London might, therefore, have been 
expected to fall to specie-] )oint. But on this occasion in America, owing to 
the collapse of credit, the urgent demand for ready cash, and the expected 
high rate of interest, capitalists hesitated to lock up their capital, and the 
exchange on London fell far below specie-point. This, however, is a case 
of an exceptional type, as it is rare to find a stringent money-market 
co-existing with a favourable balance of indebtedness (vide Gosclien, 
Theory, pp, 48-52). 

(h) The rate of interest in the acceptor's country — the country on whicli 
tlie bills are drawn — is more generally important. It is the primary cause 
of difierence in price as between '' long " and ''short” bills. In the preceding 
discussion it has been assumed for simplicity that all bills are drawn 
payable at sight. But practically the great majority of bills are drawn 
payable so many days after date or after sight. Generally the " usance ” 
varies from thirty days to six months, according to the custom of the trade. 
Now the difierence in ])rice between say a sight bill and a three months' 
bill consists, of interest, reckoned at the rate prevailing in 

the place on which the bill is drawn — the bank rate of discount in the case 
of trade bills, and the market rate in the case of first-class bank-paper. 
By this amount the long-rate will be lower than the sight-rate if reckoned 
in the currency of the drawing country, higher than the sight-rate if 
reckoned in the foreign currency {vide Clare, A B C, chap, xii.) 

It is to be noted here that bills on London are bought in Paris, Berlin, 
or New York not merely for remittance in payment* of debts, but for 
investment. First-class bills of exchange arc tlie most convenient form of 
investment for that part of the banker's money which he requires to keep 
in a readily available shape, since he can speedily retilenish his store of 
ready money by simply letting his bills run out without restocking his 
portfolio. London bankers, it apxjears, do not invest largely in foreign 
bills of exchange. They confine their })urchases to home bills. But 
foreign bankers do invest very largely in bills on London. Now, as regards 
the purchase of sucli bills for remittance in payment of a debt, the higher 
the rate of interest in London the more, ceteris ^^arihus, will the foreign 
buyer be willing to give for a " short ” bill, and the less for a " long " bill 
on London ; for with the former, if his debt is payable immediately, he 
averts the necessity of paying the high rate of interest, and with the latter 
he must either pay the high rate till the bill becomes due, or cash it at the 
high rate of discount. The position is similar with regard to the purchase 
of foreign bills as an interest -yielding investment. Three months' bills on 
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London are bought in Paris say at the long '' or cheaper rate, and sold 
when due at the short or dearer rate, the difference being the return in 
interest. The higher, therefore, the rate of discount in London when the 
bill is bought, the greater, ceteris 2 )arih'us, the margin of difference between 
the prices of “long” and of “short” bills, the better, consequently, the 
prospect of profit if the rate is expected to remain liigh, and the greater 
the demand for bills on London. Tlius a rise in the London market rate 
above the market rate in Paris will at once tend so far to move tlie 
exchange in favour of London. A rise in the London bank rate alone 
will not sudice for this, since the foreign banker will buy for investment 
Only first-class bank-paper, and the interest allowed for in the price of this 
is, as already indicated, not the bank rate, but the market rate. In a time 
of stringency, however, the market rate will follow the bank rate. When 
the money market is “ easy ” and the bankers’ reserves are high, the market 
can and does undersell the bank, and a rise in the bank rate is ineffective. 
Hut in times of stringency, when, money is scarce, the “other deposits” 
with the Lank of England, ix. the bankers’ reserves, are low; and the 
discount houses, relying themselves on the Bank of England lor aid, cannot 
afford to undersell it. At such a time, therefore, the bank rate rules the 
market. Hence a recognised mode, and in this country the standard mode, 
of “ correcting ” the exchanges, turning them in favour of London, and so 
checking a drain of gold and retdenishing tlie reserve, is to raise the 
l)ank rate. 

But apart from its immediate influence on the price of bills, the rate 
of discount affects tlie exchanges through its inHuence on the state of 
credit and the condition of trade. A low rate tends to produce, in course 
of time, an expansion of credit, increased sj)eculation, rising prices, 
and an increased importation both of securities and commodities. 
This, other things equal, leads to an adverse balance and an unfavour- 
able exchange, which again reacts on the reserve and the rate of 
discount. A high rate, while at once attracting gold from abroad, as 
we have seen, or at least checking the drain, at the same time leads directly 
to a contraction of credit at home, and a fall in prices of securities and 
commodities with an increased exportation of both, and a resulting favourable 
balance. 

III. The State of Cuedit is a powerful cause of fluctuations in the 
exchanges. In the absence of good credit a rise in the rate of interest, 
however great, will be unavailing as a “ corrective ” to an unfavourable 
exchange, for tlu?re wall be no investment demand for bills on the country 
in question. Even where the credit of a country is normally high, as is 
that of England, it has happened in times of panic that the rise in the rate 
of discount has proved ineflbetive. Thus in 18f>6, the year of the crisis 
marked by the failure of Overend, Gurney, and Conqiany, the bank rate 
in London stood for upwards of three months at 10 per cent, or 6 per cent 
above the Paris rates. Yet the I’aris exchange remained for the whole 
time against London. On the other hand, owing to skilful management 
the Baring crisis of. 1890 left the credit of England and the rate of exchange 
with European capitals practically unaffected. In connection with the 
state of credit the element of time, as already observed, is important. 
It accounts often for differences in the rates of exchange quoted for 
“ long ” and for “ short ” bills — differences which cannot be explained by 
differences in the rates of interest ruling in the places in question. There 
is more risk of failure on the part of the drawer or acceptor in the case of 
a three months’ bill than in that of a bill at sight ; and the greater the 
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risk, the greater is the margin of difference between the “ long '' and the 
short ” exchange. 

IV. The State of the Currencies in the Exchanging Countries. 
—Owing to the operation of the causes already considered, it is clear that 
fluctuations in the exchanges may take j)lace even when the countries con- 
cerned have the same currency system. But the liability to as well as the 
scope of fluctuation is much increased by differences in the relative value 
of the currencies in use. To take a classical instance, before the Ibiindation 
of the Bank of Amsterdam in 1609 that city had become flooded with dipt 
and worn foreign coin, and good money was no sooner issued than l)y the 
operation of Gresham’s law it was driven from circulation. Hence there 
was great uncertainty as to the value of bills on Amsterdam, and the 
exchange was always against her. To remedy this state of matters — to 
meet the need for a good currency in which foreign bills might be paid — 
the bank was established. It received the actual currency at its metallic 
value, and after deducting expense of recoinage, etc. gave credit for this 
in its books. This crcidit was called bank money, and, as it represented 
money of the mint standard, it was always worth more than current 
money. Payment of foreign bills was to be made in bank money, and this 
removed all uncertainty as to their value. (See Adam Smith, Wealth of 
Nations, bk. iv. ch. iii.) 

{a) The Paper Exchanges— Bat the most striking illustration of the influ- 
ence of currency differences ou the exchanges is seen wliere the currency of 
the one country consists of gold and that of the other of inconvertible 
paper depreciated through discredit or from excessive issue. In such a 
case the exchanges, if cpioted in terms of the depreciated currency, appear 
very unfavourable to the paper-using country. This, however, is the 
nominal ex(diangci. To obtain the exchange in terms of bullion or the 
real excliange, it is necessary to deduct the premium on gold. The best 
example at present is the Argentine Exchange. Owing to the de})reciation 
of the Argentine currency, the pn^mium on gold at one time stood as high 
as 300 per cent, i.e. the paper peso had fallen to on e-fourth of its nominal 
gold value.^ But nearl}'^ tivcuy civilised country has at one time or other 
had experience of inconvertible paper. In England, during the suspension 
of specie paymcmts (1797"1821), the notes of the Bank of England were 
issued in excess. As a consequence a premium on gold ap})car(;d, and the 
exchanges became unfavourable to England. America liad a similar though 
worse experience Under the regime of inconvertible ‘‘greenbacks” (1862- 
1878),. when a premium on gold of 285 was recorded. The existence of such a 
depreciated inconvertible paper currency is, it is hardly necessary to observe, 
a serious impediment to trade. Fluctuations in the premium can never be 
foretold. A merchant in England, for example, may sell goods to a cus- 
tomer in Argentina for a certain paper price, a,nd instruct his customer to 
remit a bill for that amount. But before tlie remittance reaches him the 
premium on gold may have risen, and his bill will fetch so much less. He 
may, doubtless, sell for gold, or make forward exchange contracts, but that 
merely shifts the risk, and he pays for the insurance. Similarly a merchant 
in Argentina selling goods in liOndon for a certain price will suffer if the 
premium falls before he can sell his bill. 

In the case of exchauge between gold standard and inconvertible paper 
standard countries, therefore, it appears that the limit to the nominally 

^ In the quotation for Buenos Ayres given above (p. 90), the rate of exchange of the gold 
peso in ponce is stated together with tlie gold premium, from which the rate in terms of paper 
can be deduced. 
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adverse exchange is specie-point, plus the premium on gold plus insurance 
against a rise therein.^ .If there is no gold, then the limit to the adverse 
movement is commodity- point. In other words, if the country having 
inconvertible paper has been drained of its stock of gold, then the price of 
bills on it may fall till it would better pay to bring commodities from it 
than to sell a bill. 

(h) The Silver Exchanges . — Similar reasoning to the above is applicable 
to the case of the exchanges between gold standard and silver standard 
countries. Here in seeking to find the real state of the ^ exchange from 
consideration of the nominal exchange allowance must be made for varia- 
tion in the gold value of silver. There can be no mint •par of exchange 
save between countries having the same standard of value. But before 
187d, when the gold-price of silver was fairly steady at a little over 60d. per 
ounce, there was a stable par of exchange about which the actual exchanges 
fluctuated within narrow limits. But when the fall in the gold-price of 
silver began that stable par disappeared. The fall was in its nature 
fluctuating and uncertain, and, like the depreciation of inconvertible paper, 
it acted as a serious impediment to trade. Of this type of exchange the 
Anglo-Indian was formerly the leading example. But with the closure of 
the mints of India to the free coinage of silver in 1(S93, the rupee ceased 
to fluctuate in its gold-price as silver fluctuated. The rupee is now main- 
tained by the application of the princij)le of limitation at the fixed gold 
price of 16d., or 11.15 = £1. In other words, India is for exchange pur- 
poses a gold standard country, and the excliange between England and 
India fluctuates like other gold exchanges within the comparatively narrow 
limits set by the specie-points. The Mexican and Chinese are now the 
leading examples of the silver exchanges. 

The Effects of Currency Depreciation and Appreciation 
ON Foreign Trade 

It may l:)e taken as a general principle that every rise in the price 
of foreign bills so far tends to stimulate exports, since it enables the ex- 
porter to obtain a better price for his draft ; conversely, every fall in the 
price of foreign bills tends to stimulate imports, since it enables the 
importer to buy his remittance in ])ayment at a cheaper rate. A specific 
depreciation of paper or of silver, that is, a rise in the paper-price, or silver- 
price, of gold, will tend therefore to stimulate exports from the paper-using 
or silver-using country to the gold-using country, and to check exports 
thither from the gold-using country. This deduction has been amply 
borne out by experience. The Mexican export trade flourishes with the 
fall in the gold-price of silver, for the exporter, sending his goods to London, 
can, so long as he gets the same gold-price, or one which has not fallen in 
proportion to the fall in the gold-price of silver, sell his sterling biU for more 
Mexican dollars, while his expenses at home have not risen. The same is 
true of the Argentine exporter so long as the general level of j)aper-prices 
in Argentina has not risen. But, conversely, the exporter from the gold- 
using country suffers, since, obtaining only the old silver or paper-price for 
his goods, his lull will now sell for less gold. It is only during the process 
of depreciation, however, that there is any stimulus or check. Once general 
paper-prices have risen in Argentina in proportion to the rise in the paper- 
price of gold the influence on trade disappears. The same is true of the 

^ The specific depreciation of a country’s currency will ceteris paribus show itself in a fall 
or rise in the foreign exchanges according as it receives or gives the variable. 
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exchange with silver-using countries, save that as experience shows the 
readjustment may be made by a fall in gold-prices*rather than by a rise in 
sijver-prices. 

Where the depreciation of the currency is not a specific depreciation 
relatively to gold, but a general depreciation, i.e, where paper-prices gener- 
ally rise through over-issue before the paiJer-price of gold rises, the stimulus 
and check respectively will be in the opposite directions to the foregoing. 
The merchant in the gold-using country sending his goods to the paper- 
using country will obtain the higher paper-price, which on conversion at 
tlie old ratio will fetch more gold. The merchant in the paper-using 
country, on the other hand, gets for his exports to the gold-using country 
only the former gold-price, which, converted at the old ratio, fetches only 
the old paper-price, while his expenses in paper have risen. Eut again 
this stimulus and check can only last till the premium on gold equals the 
general depreciation of the notes (vide Nicholson, Money and Monetary 
ProUems, 6th ed. p. 369). 

Indirect Settlement of Indebtedness — Arbitration of Exchange 

Hitherto the existence has been assumed of two countries dealing ex- 
clusively with each other, and the operations discussed constitute what is 
known as direct exchange.’’ But in practice the results are modified, and 
extreme variations in any particular exchange are in general prevented by 
the close interconnection existing between all the chief commercial countries. 
There are, for example, instances of triangular trade,” such as the trade of 
the United States, China, and England. The United States pays for her 
excess of imports from China by remitting bills drawn on London against 
her excess of exports thithcu’, the indebtedness of London to China thus 
created being met by England’s normal excess of exports to that country. 
“ Indirect exchange ” will be resorted to in the settlement of debts when- 
ever the difference in the rates of exchange is such that even a very small 
margin of profit can be secured by so doing. Thus the Paris banker who 
wishes to remit to London may not remit direct if the London exchange is 
against Paris. He may find that the Berlin exchange is favourable to 
Paris, and that the exchange between Berlin and London is favourable 
to l>erlin. In that case it may pay him to purchase, and remit to London 
bills on Berlin. This constitutes simple arhitration through Berlin. 

More circuitous transactions are what is known as componnd arhitration. 
Suppose, for example, that in Paris bills on Amsterdam are pressed for sale, 
and the Paris banker learns that in London bills on Amsterdam are in 
demand, while bills on Berlin which are scarce in Paris are superabundant 
in London. Then the Paris banker may see his way to make a profit by • 
purchasing and remitting to London bills on Amsterdam, and instructing 
his London correspondent to send him in return bills on Berlin. 

Thus in the absence of disturbances due to the state of credit the coni- 
})etition of bankers in the arbitrage business tends to prevent any consider- 
able divergence between the rates for bills of the same kind in different 
markets. 

AUTHORITIES. — Goschen’s Theory of the Foreign Exchanges ; Glare’s Money-Market 
Primer a7id Key to the Exchanges ; also the same writer’s A B C of the Foreign Exchanges. This 
last is now the best work for students, though Goscheii’s exposition of principles remains un- 
surpassed. There are excellent chapters on the subject in Bastable’s Theory of International 
Trade (4th ed.), Nicholson’s Principles of Political Economy^ vol. ii., and Pierson’s Principles 
of Economics, vol. i. Tate’s Cambist, 23rd ed., is the standard work of reference for the details 
of exchange operations. 


Arch. B. Clark. 
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